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and French (1993)模型亦未能完全解釋高値埋論的高回報。 
Abstract 
Efficient market hypothesis asserts tha t stock prices fully reflect available information. 
However, a growing number of research demonstrate that investment strategies based on 
prior returns or publicly available financial ratios generate superior returns in the worldwide. 
During the sample period from 1980 to 1994，we investigate these stock market anomalies in 
the Hong Kong Stock Market, the second largest market in Asia. 
Our results indicate that price momentum is weak in Hong Kong. Whereas, the contrarian 
and value strategies generate superior returns. The book-to-market ratio strategy generates 
an annualized returns as high as 35.52 percent. Studying various attributes of our contrarian 
and value portfolios, we discover that these strategies have a tendency to long high B/M, 
negative earnings, losers and small-sized stocks, Controlling for the size and industry effect, 
separately and replicating the results for Hang Seng Index constituent stocks subsample, these 
strategies continue to deliver sizable returns. 
One of the possible explanation of the superior returns to contrarian and value strategies 
is that they expose investors to greater systematic risk. We examine various measures of 
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risk, including standard deviations, coefficients of variation，betas, possibility of delisted, 
performance of strategies in each individual year and in "bad" state of world to further 
illuminate the relationship between risk and the strategies. There is evidence tha t the value 
strategies are not systematically riskier but the contrarian strategies are. Moreover, the 
Fama-French 3-Factor model does not explain these superior returns either. 
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An informatioaally efficient capital market is one in which security prices adjust rapidly 
to new information. If markets are efficient, it means the current price of a security fully 
reflects all current available information including risk. Some of the most interesting and 
important academic research over the past 20 years has analyzed whether our capital markets 
are efficient. This extensive research is important because its results have significant real-
world implications for investors. In addition, the efficiency of capital markets is one of the 
most controversial areas in finance research because opinions regarding the efficiency of capital 
markets differ widely. 
An initial assumption of an efficient market requires that a large number of independent 
competing profit-maximizing participants analyze and value securities. A second assumption 
is that new information comes to the market in an independent and random fashion. The third 
assumption is especially important. Market efficiency assumes investors adjust their estimate 
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of security prices rapidly to reflect their interpretation of the new information received. Market 
efficiency does not assume that market participants correctly adjust prices, just their price 
adjustments are unbiased. Some overadjust and some underadjust. Finally, market efficiency 
assumes that the expected returns implicitly include risk in the price of the security. 
Empirical tests of the efficient market hypotheses (EMH) have been divided into three sub-
hypotheses depending oil the type of information Involved, The weak form EMH assumes that 
current stock prices fully reflect all currently available security market information; thus past 
price and volume information will have no relationship with the future direction of security 
prices. The semi-strong form EMH asserts that the security prices adjust rapidly to the 
release of all new public information. The semi-strong form EMH says security prices include 
all market and non-market information available to the public. Investors cannot achieve excess 
returns using public information. The strong form EMH asserts that stock prices fully reflect 
all information from public and private sources. The strong form EMH includes all types 
of information including market, non-market, and private information. This means that no 
groups of investors has monopolistic access to information relevant to the formation of prices. 
No group of investors should be able to consistently achieve excess returns. 
Like most hypotheses in finance and economics, the evidence on the EMH is mixed. Results 
from some studies have not been consistent with the hypothesis and have revealed some 
anomalies related to these hypotheses. Received a lot of attention, the contrarian strategies 
were first proposed by DeBondt and Thaler (1985). Research in experimental psychology 
suggests that most people tend to overreact to unexpected and dramatic new events. Their 
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study of market efficiency investigates whether such behavior affects stock prices. They 
claimed to have found that past 'winners' systematically become future 'losers' and vice-
versa. According to their hypothesis, if one buys past three-year 'losers' and holds them for 
the next three years, financing the strategy by selling past three-year 'winners', one will on 
average make money. The profitability of contrarian strategies violates the weak form EMH 
by predicting future stock returns making use of historical market information. 
Against DeBondt and Thaler (1985), Chan (1988) argues that the risks of losers and 
winners are not constant. When risk changes are controlled, only small abnormal returns 
are found. In addition, Zarowin (1990) shows that the tendency for losers to outperform 
winners is not due to investor over react ion, but to the tendency for losers to be smaller-
sized firms than winners. When losers are compared to winners of equal size, there is little 
evidence of any profit. In periods when winners are smaller than losers, winners outperform 
losers. Pettengill and Jordan (1990) and Chopra, Lakonishok and Ritter (1992) find that the 
price reversals are evident throughtout the year, but are especially strong at the turn of the 
year. Park (1995), Ball, Kothari and Wasley (1995) and Conrad, Gultekin and Kaul (1997), 
however, demonstrate that the contrarian profits are largely generated by the bid-ask bounce 
in transaction prices; accounting for this bounce and transaction cost eliminates most profits 
from price reversals. 
The situation with respect to stock price momentum is very different. Jegadeesh and 
Titman (1993) document that the momentum strategies that buy stocks that have performed 
well in the past and sell stocks that have performed poorly in the past generate significant 
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returns over three to twelve month holding periods. They find that the profitability of these 
strategies are not due to their systematic risk or to delayed stock price reaction to common 
factors. Chan, Jegadeesh and Lakonishok (1996) examine whether the predictability of future 
returns from past returns is due to the market's underreaction to information, in particular 
to past earnings news. Grinblatt, Titman and Wermers (1995) find that 77 percent of the 
mutual funds were momentum investors, buying stocks that are past winners; however, most 
did not systematically sell past losers. On average, funds that invested on momentum realized 
significant better performance than other funds. 
The returns predictability of financial ratios has been examined by Laknoishok, Shleifer 
and Vishny (1994). They investigate the profitability of a variety of trading strategies based on 
mean reversion in fundamentals, such as sales, book-to-market value, earnings to price. They 
provide evidence that value strategies yield higher returns because these strategies exploit the 
suboptimal behavior of the typical investor and not because the value stocks are fundamental 
riskier than growth stocks. Dechow and Sloan (1997) examine the ability of naive investor 
expectation models to explain the higher returns to contrarian investment strategies. Contrary 
to Laknoishok, Shleifer and Vishny (1994), the authors find no systematic evidence that stock 
prices reflect naive extrapolation of past trends in earnings and sales growth. However, they 
find that stock prices appear to naively reflect analysts' biased forecasts of future earnings 
growth. Further, they find that naive reliance on analysts' forecast of future earnings growth 
can explain over half of the higher returns to contrarian investment strategies. 
Most recently, many financial scholars concern about the international version of the 
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momentum, contrarian and value strategies. Richards (1997) examines possible explanation 
for the contrarian strategies in the National Stock market indices of 16 countries. There is no 
evidence that loser countries are riskier than winner countries in term of various risk measures. 
Rouwenhorst (1998) documents international return continuation in a sample of 12 European 
countries. An internationally diversified portfolio of past medium-term winners outperforms a 
portfolio of medium-term losers after correcting for risk by more than one percent per month. 
Asness, Liew and Stevens (1997) and Fama and French (1998) show that value stocks tend to 
have higher returns than growth stocks in markets around the world. Value premium exists 
when stocks are sorted on the basis of book-to-market, earnings per price, cash flow per price 
and dividend per price ratios. In addition, Stock (1990), Doeswijk (1997) and Gunaratne and 
Yonesawa (1997) present the results of empirical tests of DeBondt and Thaler's overreaction 
hypothesis for the German, Dutch, Japan stock markets, respectively. They found that the 
contrarian strategies yield an outerperformance in each of the above markets. 
In contrast to the voluminous research in the US and European markets, there has been 
limited research related to Asian Markets. To fill this gap, this study explore the momentum, 
contrarian and value anomalies in the Hong Kong Stock Market. The Hong Kong market is the 
second largest in Asia and there are 1533 securities traded with a total market capitalization 
of 410,593 million US dollars at the beginning of 1998. 
Our results indicate that price momentum is weak in Hong Kong. Whereas, the contrarian 
and value strategies generate superior returns. The contrarian and value strategies have a 
tendency to long high B/M, negative earnings, losers and small-sized stocks. Controlling 
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for the size and industry effect separately and replicating the results for Hang Seng index 
constituent stocks subsample, the contrarian and value strategies continue to deliver sizable 
returns. Studying various measures of risk, there is evidence that the value strategies are 
not systematically riskier but the contrarian strategies are. The Fama-French 3-Factor Model 
does not fully explain these superior performance either. 
The remainder of the thesis is organized as follow. The next chapter describes the data 
and methodology. Univariate momentum, contrarian and value strategies are carried out in 
Chapter III. Chapter IV checks that our results are robust by controlling for size and industry 
effect, separately and replicating the results for Hang Seng Index constituent stocks subsample. 
Chapter V examines whether the contrarian and value strategies expose investors to greater 
systematic risk. In Chapter VI, we investigate whether the returns on our different contrarian 
and value portfolios can be explained by risk factors related to size and book-to-market ratio. 
Chapter VII concludes. 
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Chapter 2 
Data and Methodology 
All common stocks listed on the Stock Exchange of Hong Kong (SEHK) are considered 
and the sample period starts from January 1980 to December 1994. We examine subsequent 
performance and other characteristics of these portfolios for up to 60 months after formation 
using returns data and accounting data from the Pacific-Basin Capital Markets Databases 
(PACAP) maintained by the University of Rhode Island. 
Our strategies pick stocks on the basis of a number of ranking variables, including prior 
returns (PR), book-to-market ratio (B/M), earnings-to-price ratio (E/P) and past growth 
in sales (GS). Prior return (PR) is calculated by geometrically linking the monthly returns. 
Book-to-market ratio (B/M) is defined as taking the sum of book value of equity and deferred 
taxes and dividing by the market value of equity (stock price multiplied by the number of 
stocks outstanding). Earnings-per-price ratio (E/P) is defined as the ratio of earnings before 
extraordinary item to stock price. We follow Laknoishok, Shleifer and Vishny (1994) and 
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measure past growth by growth in sales (GS). For each company, we calculate the growth of 
sales in year -1, -2, -3, -4, -5 prior to portfolio formation. In each year, we rank all firms by 
the growth of sales for that year. We then compute each firm's weighted average rank (GS), 
giving the weight of 5 to its growth rank in year -1，the weight of 4 to its growth rank in 
year -2, etc. This procedure is to both pick out stocks with high past growth and give greater 
weight to most recent observation. 
To ensure that the accounting variables are known before they are used as inputs of 
investment strategies, we match the accounting data for all fiscal yearends in the month t 
with the returns for month t+6 until next fiscal year accounting variables available. The 





If stock prices either underreact or overreact to information, then profitable trading strate-
gies that select stocks on the basis of their prior returns or financial ratios will exist. This 
chapter investigates the efficiency of the Hong Kong stock market by examining these mo-
mentum, contrarian and value anomalies. 
3.1 Momentum Strategies 
At the end of each month, all stocks with a return history of at least J months are ranked 
in ascending order on the basis of their returns in the past J months. Based on their ranking, 
ten portfolios are formed that equally weight the stocks contained in the top decile, the second 
decile, and so on. The top decile is called the "winners" and the bottom decile is called the 
“losers". In each month, the momentum strategies buy the medium-term winners (J = 3, 6, 
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9，12) and sell the medium-term losers, holding the position for K months (K二3, 6, 9，12). 
If a stock is delisted or there is a missing monthly return after it is included in a portfolio, 
we replace its return by average of the corresponding portfolio. To control for the bid-ask 
error, we skip the first month after portfolio formation before we begin to measure subsequent 
returns. In this study, we form portfolios every month and observe overlapping post-formation 
returns of 3- to 60-month. Thus, we adjust the hypothesis testing according to Newey and 
West (1987) in all of the following tables. 
Table I presents the average monthly returns of the momentum portfolios as well as the 
zero cost, winners minus losers portfolios (W-L), for the 16 strategies described above. The 
returns of the zero-cost portfolios range from -0.13 percent to 1.39 percent per month. Most 
returns are positive except the 12-month/12-month strategy. The most successful zero-cost 
strategy selects stocks on the basis of their returns over the previous 6 months and then holds 
the portfolio for another 6 months. 
Jegadeesh and Titman (1993) implement the same momentum strategies in US. All of 
their returns are significant and range from 0.69 percent to 1.49 percent per month. Our 
results indicate that weak price momentum exists in the Hong Kong Stock Market and there 
is only 1 out of 16 strategies with positive significant returns. 
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3.2 Contrarian Strategies 
In contrast to the momentum strategies, the contrarian strategies buy the long-term losers 
( J 二 12’ 24, 36, 48，60) and sell the long-term winners, holding the position for K months 
( ^ = 1 2 , 24, 36, 48, 60). 
Table II presents the annualized returns of the contrarian strategies in the Hong Kong 
Stock Market. The returns of the arbitrage losers minus winners (L-W) portfolios are posi-
tive except the 12-month/24-month strategy. The returns range from -0.32 percent to 47.35 
percent per year and 13 out of 25 of tkem are positive significant. The most successful strat-
egy ranks stocks on the basis of their prior 60-month returns and then holds the position for 
12 months. When stocks are ranked on the basis of 12-month or 24-month returns (Panel A 
and Panel B), only one strategy produce positive significant returns. In general, the market 
takes over 36 months for the winner-loser reversals. 
For the contrarian strategies, we have largely confirmed the results in US (DeBondt and 
Thaler (1985)) and worldwide market (Richards (1997)). Our 60-month/12-month contrarian 
strategy generates annualized returns as high as 47.35 percent per year. Having established 
that the contrarian strategies are on average profitable, we concentrate on the 36-month/K-
month contrarian strategies (允二 12, 24, 36, 48，60) in subsequent chapters to avoid repetition. 
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3.3 Value Strategies 
After documenting that there is weak medium-term price momentum and strong long-term 
return reversals in Hong Kong Market, we examine a variety of value strategies that involve 
buying value stocks and selling growth stocks in this section. 
At the end of each month，we rank stocks on the basis of one of the financial ratios (B/M, 
E / P or GS). The ranked stocks are then assigned to one of the ten portfolios. Within each 
portfolio, we equally weight all stocks and compute returns using an buy-and-hold strategy 
with holding period oi K months (K= 12, 24, 36, 48, 60). If a stock is delisted or there is a 
missing monthly return, we replace its return by average of the corresponding portfolio. To 
control for the bid-ask error, we skip the first month after portfolio formation before we begin 
to measure returns. 
Table III presents the returns of the value strategies described above over the sample 
period from 1980 to 1994. There is positive significant value premium in the Hong Kong. 
Our results largely confirm the findings of Chan, Hamao and Lakonishok (1991), Fama and 
French (1992), Lakonishok, Shleifer and Vishny (1994), Asness, Liew and Stevens (1997) and 
Fama and French (1998). 
Table III, Panel A presents the annualized returns on a strategy that has received a lot of 
attention recently, namely the book-to-market strategy. The ratio that relates the book value 
(BE) of a firm's equity to the market value of its equity was initially proposed by Rosenberg, 
Reid and Lanstein (1985) as a predictor of stock returns. They find a significant relationship 
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between the B/M ratio and future stock returns and contended that this relationship was 
evidence against the semi-strong form EMH. The strongest support for the importance of 
this ratio was provided by Fama and French (1992), who evaluated the joint effects of market 
beta, size, E / P ratio, leverage and the B/M ratio on the cross-section average returns on 
the NYSE, AMEX and NASDAQ stocks. Both size and the B/M ratio are significant when 
included together, and they dominate other ratios. Specifically, although leverage and the 
E / P ratio are significant by themselves or when considered with size, they become insignificant 
when both size and the B/M ratios are considered. 
In Panel A of Table III, high B/M (value) stocks subsequently outperform low B/M 
(growth) stocks by 35.5 percent, 26.26 percent, 23.79 percent, 21,32 percent and 16.76 percent 
per year when the investment period varies from 12 months to 60 months. All returns are 
positive significant; however, returns decrease as holding period increases. 
Basu (1977) first test the EMH by examining the relationship between the historical price-
earnings (P/E) ratios for stocks and their returns. High growth companies enjoy high P / E 
ratios. If the market tends to overestimate the growth potential, these growth companies are 
overvalued while low-growth firms are undervalued. As the market corrects these mispricing 
itself, low P / E stocks are expected to outperform high P / E stocks. A relationship between 
the historical P / E ratios and subsequent stock returns would constitute evidence against the 
semi-strong form EMH because it would imply that investors could use publicly information 
to predict future abnormal returns. 
For the E / P classifications in our study, only stocks with positive ratios of earnings-to-
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price are considered since negative ratios cannot be interpreted in terms of expected growth 
rates. Panel B of Table III presents the results of E / P strategy. High E / P stocks are identified 
as value stocks because they are expected to have high growth potential. Conversely, low E / P 
stocks are growth stocks. High E / P (value) stocks subsequently outperform low E / P (growth) 
stocks by 13.38 percent, 19.31 percent, 24.74 percent, 20.80 percent and 15.49 percent per 
year when holding period varies from 12 to 60 months. Only the 12-month strategy does not 
produce positive significant returns. The optimal holding period is 36 months, In general, 
sorting stocks on E / P thus produce smaller differences in returns than sorting on B/M ratios. 
Laknoishok, Shleifer and Vishny (1994) propose an alternative way to operationalize the 
notion of value and growth by classifying stocks on the basis of past growth (GS) rather than 
by expectations of future growth (E/P). Table III, Panel C presents the results for the GS 
strategy. Low GS (value) stocks subsequently outperform high GS (growth) stocks by 17.76 
percent, 15.87 percent, 19.34 percent, 14.97 percent, 4.87 percent per year when the holding 
period varies from 12 to 60 months. Only the 60-month strategy does not produce positive 
significant returns. Optimal holding period is 36 months. As E / P strategy, the GS strategy 
generates smaller spreads between value and growth portfolios than the B/M strategy. 
For comparison purpose, Panel D of Table III repeats the performance of the contrarian 
portfolios formed on the basis of prior 36-month returns (PR), where portfolio 1 comprises 
past "losers" and portfolio 10 comprises past "winners". The spread between losers and 
winners are all positive and range from 16.14 percent to 33.03 percent per year. 
In this section, we have largely confirmed the results established by previous research. 
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Sorting stocks on financial ratios yield large differences in subsequent returns. Most value 
strategies generate positive significant returns. B/M premium is the strongest among the 
others. For example, the book-to-market ratio strategy generates an annualized returns as 
high as 35.52 percent. Except the B/M strategy, the optimal holding period is 36 months for 
the E/P, GS, PR strategies. 
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3.4 Descriptive Statistics 
In this section, we report different attributes of our portfolios to have a comprehensive 
understanding of the contrarian and value strategies. Table IV reports the book-to-market 
ratio (B/M), earnings-per-price ratio (E/P), past growth of sales (GS), prior 36-month returns 
(PR), market value and size of all of our portfolios. 
Panel A of Table IV documents the book-to-market ratios (B/M) of various contrarian and 
value portfolios. Not only the book-to-market strategy but also other contrarian and value 
strategies systematically long high B/M stocks and short low B/M stocks. When stocks are 
ranked on the basis of the earnings-per-price ratio (E/P), the B/M value of high E / P (value) 
and low E / P (growth) stocks are 2.0900 and 0.7577, respectively. The correlation coefficient 
between B/M ratios and E / P ratios in the entire sample is as high as 0.4744 and significantly 
different from zero (not shown in Table). The B/M value of losers and winners are 1.5686 
and 0.5464, respectively. For the GS strategy, the spread of B/M ratios is relatively small but 
the B/M ratio of value stocks is still higher than those of growth stocks. 
Table IV, Panel B documents the earnings-per-price ratios (E/P) of the contrarian and 
value portfolios. As mentioned in previous section, we consider only stocks with positive ratios 
for the E / P strategy. It is due to the fact that negative ratio cannot be interpreted in terms 
of expected growth. Without negative E / P exclusion, the E / P ratios of other losers and value 
(high B/M or low GS) portfolios are all negative and range from -0.4226 to -0.0230. This 
raises a question whether the reversal effect or the value premium are driven by the negative 
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earnings effect. 
As demonstrated by Fama and French (1993) and other previous research, the average 
returns on the E / P portfolios have the U-shape. The portfolio of firms with negative earnings 
and the portfolio of firms with highest E / P have the highest average returns. Therefore, we 
exclude those negative earnings stocks and repeat the contrarian and value strategies. Returns 
range from 4.96 percent to 24.74 percent per year (not shown in table). This indicates the 
returns are not driven by negative earnings effect. 
Panel C of Table IV documents the past growth of sales (GS) of portfolios. The past growth 
spreads between contrarian and value portfolios are generally small. There is a negative 
relation between B/M ratios and past growth. On the contrary, past winners and high E / P 
firms are associated with relatively high past growth. 
p a n e l d of Table IV documents the prior 36-month returns. The average prior returns 
of high B/M (value) and low B/M (growth) portfolios are 1.2029 and 3.0114, respectively. 
Similarly, prior returns increase systematically from the low GS (value) to high GS (growth) 
portfolios. The variability of prior returns between E / P portfolios is smaller but the prior 
returns of the high E / P (value) stocks are still lower than those of the low E / P (growth) 
stocks. In general, value stocks underperform growth stocks prior to portfolio formation. 
Table IV, Panel E presents the average market capitalization of stocks in each portfolio. 
Value and losers portfolios are associated with small-sized stocks. The spread of firm size is 
largest for the contrarian strategies, followed by the B/M, GS and E / P strategy. The average 
market value of losers and winners are 493 millions and 3918 millions HK dollars, respectively. 
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As shown in Panel F of Table IV，portfolio size is approximately equal to 19，16, 11, 4 for 
the B/M, E/P , GS, contrarian strategies, respectively. Difference in portfolio size is due to 
the selection criteria of different strategies. To be included in the B /M or the E / P portfolios, 
stocks are required to have available market value and either book equity or earnings data for 
the previous year. For GS strategy, stocks should have up to 5 years continuous sales data. 
The size of contrarian portfolio is very small because stocks to be included are required to 
have a continuous return history of 36 months. 
In this section, we report different attributes of our contrarian and value portfolios. All 
contrarian and value strategies have a tendency to long high B/M, negative earnings, losers 
and small-sized stocks. Portfolio size ranges from 4 for the contrarian strategies to 19 for the 
B / M strategy. 
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Chapter 4 
Anatomy of Contrarian and Value 
Strategies 
4.1 Control for size effect 
As demonstrated in the previous chapter, the contrarian and value strategies continue to 
include small-sized stocks. Empirical evidence indicates that size is related to both risk and 
expected returns (Fama and French (1992) and Fama and French (1993)). Therefore, if the 
return reversals and value premium are related to the size effect, they will be less when they 
are implemented on stocks within each size-based subsamples rather than on the stocks in 
the entire sample. In this section, we examine the profitability of the contrarian and value 
strategies within subsamples stratified on the basis of firm size. Specifically, we implement 
these strategies on size-neutral portfolios and three size-based subsamples (small, medium, 
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large). 
Size-neutral portfolios are formed by ranking stocks into portfolios based on prior 36-month 
returns (PR) or one of the financial ratios (B/M, E/P, GS) relative only to stocks from the 
same size-based subsample. For subsample analysis, sorting stocks into deciles is impractical. 
Accordingly, we rank stocks into 5 instead of 10 portfolios. The growth (value) portfolios in 
each sized subsample are combined into size-neutral growth (value) portfolios. The winners 
(losers) portfolios are combined into size-neutral winners (losers) portfolios. Except for integer 
constraints, the resulting portfolios are well-diversified in the sense that they have the same 
firm size allocation. 
Table V presents the annualized returns of the one-dimensional B/M strategy for the 
size-neutral portfolios and each of the size-based subsamples. Panel A of Table V shows 
that after controlling for size effect, high B/M size-neutral (value) portfolios subsequently 
outperform low B/M size-neutral (growth) portfolios by 18.97 percent, 12.81 percent, 16.53 
percent, 15.72 percent, 12.00 percent per year when the holding period varies from 12 to 60 
months. As shown in Panel B, C and D of Table V, the B/M premium is not limited to 
small-sized stocks and it also exists in the large-sized stocks. The B/M premium ranges from 
21.82 percent to 35.20 percent for the small-sized stocks in Panel B of Table V; from 15.97 
percent to 18.84 percent for the large-sized stocks in Panel D of Table V. All returns in Panel 
D are positive significant. Remarkably, the B/M strategy generates two negative returns in 
the medium-sized subsample. 
Table VI presents the annualized returns of the one-dimensional E / P strategy for the size-
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neutral portfolios and each of the size-based subsamples. Panel A of Table VI shows that 
after controlling for size, high E / P size-neutral (value) portfolios subsequently outperform 
low E / P size-neutral (growth) portfolios by 7.42 percent, 10.92 percent, 13.62 percent, 12.36 
percent, 10.68 percent per year when the holding period varies from 12 to 60 months. In 
Panel B, C，D, the E / P premium ranges from 17.94 percent to 39.91 percent per year for the 
small-sized stocks in Panel B of Table VI; from 7.24 percent to 11.08 percent per year for 
the large-sized stocks in Panel D of Table VI. As the B/M premium, E / P premium exists in 
all size-based samples and is not limited to small-sized stocks. However, there is a negative 
relation between firm size and the E / P premium. 
In Panel A of Table VII, the spreads between low GS (value) and high GS (growth) size-
neutral portfolios are 1.96 percent, 5.55 percent, 10.69 percent, 11.79 percent, 7.69 percent 
per year when the holding period varies from 12 months to 60 months. The most successful 
strategy holds the position for 36 months. 
Table VIII presents the returns of the contrarian strategies in the size-neutral portfolios 
and each of the size-based subsamples. In Panel A of Table VIII, size-neutral losers subse-
quently outperform winners by 9.65 percent, 19.46 percent, 20.87 percent, 17.30 percent and 
12.87 percent per year when the holding period varies from 12 to 60 months. In Panel D 
of Table VIII, the spreads between large-sized losers and winners range from 3.38 percent 
to 8.39 percent per year. Although the return reversals are stronger for smaller firms, losers 
outperform winners in every size-based subsamples. 
We repeats the univariate analysis with 5-portfolio classification in the entire sample for 
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comparison purpose. The returns of the B/M strategy and the contrarian strategies in size-
neutral portfolios are approximately equal to the returns of those strategies in the entire 
sample. For example, the B/M premium ranges from 12.00 percent to 18.97 percent per year 
for the size-neutral subsample; ranges from 10.61 percent to 21.24 percent per year for the 
entire sample (not shown in Table). The differentials of returns are less than 3 percent for all 
investment horizon. For the E / P and GS strategies, value premium in size-neutral subsamples 
is slightly less than premium in the entire sample. 
Our study indicates that the profitability of the contrarian and value strategies is not 
confined to any size-based subsamples of stocks. Moreover, the return reversals and value 
premium in large-sized portfolios are more consistent and longer-lived than premium in other 
size-based subsamples. Size-neutral contrarian and value strategies continue to produce su-
perior returns. This result is crucial since there is no evidence that the return reversals and 
value premium are due to the well known size effect. 
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4.2 Control for industry effect 
According to the classification of PACAP database, stocks are assigned into one the fol-
lowing industries, Finance, Utilities, Properties, Consolidated Enterprises, Industrials, Hotels 
or Others. The portfolios in the previous chapters combine stocks from these 7 industries 
and this raises two questions about the source of the return reversals and the value premium. 
First, the profitability of strategies may be confined to only a subset of the seven industries. 
Second, no restriction have been placed on the industrial composition of portfolios. The pre-
mium may be just due to industrial premium. It is interesting to see to what extent the return 
reversals and value premium hold in individual industry and industry-neutral portfolios. 
Similar to size-neutral portfolios, industry-neutral portfolios are formed by ranking stocks 
into portfolios based on prior 36-month returns (PR) or one of the financial ratios (B/M, E/P, 
GS) relative only to stocks from the same industry. The growth (value) portfolios in each 
industry are combined into industry-neutral growth (value) portfolios. The winners (losers) 
portfolios are combined into industry-neutral winners (losers) portfolios. Except for integer 
constraints, the resulting portfolios are well-diversified in the sense that they have the same 
industry allocation. 
Panel A of Table IX shows that controlling for industry composition does not reduce the 
B/M premium in industry-neutral portfolios. High B/M industry-neutral (value) portfolios 
outperform low B/M industry-neutral (growth) portfolios by 23.65 percent, 16.17 percent, 
17.75 percent, 17.64 percent and 13.31 percent per year when the holding period varies from 12 
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to 60 months. All returns are positive significant and the optimal holding period is 12 months. 
Panel B of Table IX shows that high E / P industry-neutral (value) portfolio subsequently 
outperform low E / P (growth) industry-neutral portfolios. Industry-neutral E / P premium 
ranges from 11.00 percent to 17.74 percent per year. The optimal investment period is 36 
months. In Panel C of Table IX, the GS value premium of industry-neutral portfolios ranges 
from 4.93 percent to 10.79 percent per year. The GS premium is positive significant when 
the holding period is longer than 24 months. The optimal investment period is 48 months. 
Panel D of Table IX presents the results of industry-neutral contrarian strategies. The losers 
outperform winners for all horizon and the spreads range from 5.05 percent to 16.30 percent 
per year. The optimal holding period is 24 months. 4 out of 5 contrarian strategies produce 
positive significant returns. 
As shown in Table IX, the contrarian and value strategies continue to deliver positive 
returns in the industry-neutral subsample. The B/M and E / P premium of industry-neutral 
portfolios are even larger than that of the entire sample. For example, the industry-neutral 
B/M premium ranges from 13.31 percent to 23.65 percent pear year and the B/M premium 
in the entire sample ranges from 10.61 percent to 21.24 percent per year (not shown in table). 
On the other hand, the return reversals in industry-neutral portfolios are substantially weaker 
than those in the entire sample, in terms of magnitude and test statistics. For example, the 
returns of contrarian strategies range from 5.050 percent to 16.30 percent per year for the 
industry-neutral subsample; range from 8.88 percent to 21.13 percent for the entire sample. 
It may be due to the fact that return reversals only exist in a subset of industries. Therefore, 
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we check this hypothesis by implementing the contrarian and value strategies by industry in 
the remainder of this section. 
Table X presents the annualized returns of B/M portfolios as well as the zero-cost arbtriage 
portfolios by industry. The B/M premium of Utility, Properties and Industrial stocks are 
positive significant in all investment horizon. The B/M premium of Finance stocks is positive 
significant when we hold the position not longer than 48 months. On the other hand, the 
B/M premium of Consolidated Enterprise and Hotels stocks are positive but not significant 
at all. Remarkably, the B/M premium of Industrial stocks ranges from 33.36 percent to 54.54 
percent per year. With a 12-month holding period, the B/M premium of Industrial stocks is 
as high as 54.54 percent per year, nearly 1.5 times the optimal B/M premium in the entire 
sample. 
Table XI presents the E / P premium by industry. The major implication is similar to the 
B/M strategy but with minor differences. The high E / P (value) stocks outperform the low 
E / P (growth) stocks in 5 out of 6 industries. The returns of E / P strategy diminish in Utility 
stocks. Similar to the B/M strategy, the E / P strategy is most profitable in Industrial stocks. 
The E / P premium of Industrial stocks ranges from 11.18 percent to 37.16 percent per year, 
slightly less than the B/M premium of Industrial stocks shown in Table X. 
Table XII and Table XIII present the by industry returns of the GS strategy and the 
contrarian strategies, respectively. In Table XII, low GS (value) portfolios outperform high 
GS (growth) portfolios within Utility and Consolidated Enterprises subsamples. Moreover, GS 
strategy generates substantial negative returns in Industrials and Hotels stocks. In Table XIII, 
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losers outperform winners within Consolidated Enterprises and Industrial subsamples. This 
indicates tha t the GS premium and the return reversals only exist in a subset of of industries 
and lead to a substantially smaller returns in industry-neutral subsamples described before 
in Table IX. 
The conclusion from this section is that the return reversals and value premium continue 
to exist after control of the industrial composition of portfolios. In general，the contrarian and 
value strategies generate the highest returns within Industrial stocks. The magnitude of B /M 
and E / P premium in the entire sample and industry-neutral subsample are approximately the 
same. We demonstrate that the B /M and E / P strategies continue to deliver sizable returns 
within different industries. On the other hand, the GS premium and return reversals within 
industry-neutral subsamples are much smaller than those in entire sample. It is due to the fact 
that the GS premium and return reversals are restricted to only a few individual industries. 
For example, the GS strategy generates positive returns in Utility stocks and Consolidated 
Enterprises but substantial returns in Industrials and Hotels stocks. 
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4.3 Hang Seng Index Constituent Stocks 
In this section, we apply our strategies to subsample only composed of Hang Seng Index 
(HSI) constitute stocks. The Hang Seng Index is value-weighted average of 33 large well-known 
industrial stocks. These stocks are generally the leaders in their industries (blue chips), listed 
on the Stock Exchange of Hong Kong. Limiting attention to the HSI stocks help to alleviate 
potential problems of survivorship bias, and problems with low-priced stocks. Moreover, HSI 
stocks are of more interest to institutional investors. 
Within HSI subsample, one-dimensional B/M strategy in Panel A of Table XIV continues 
to deliver sizable differences in returns. High B/M (value) stocks subsequently outperform 
low B/M (growth) stocks by 6.63 percent, 1.03 percent, 3.82 percent, 6.88 percent and 11.40 
percent per year when the holding period varies from 12 months to 60 months. The HSI B/M 
premium is positive significant when we hold the position not less than 48 months. Panel B of 
Table XIV replicates our one-dimensional E / P sorts on the HSI subsample. The E / P premium 
is positive and ranges from 1.14 percent to 6.92 percent per year. Table XIV, Panel C presents 
the results for the GS strategy. The GS premium is rather weak within HSI subsample and 
the strategy generates negative returns when the holding period is greater than 36 months. 
As shown in Panel D of Table XIV, losers outperform winners for all investment horizon and 
the annual spreads range from 0.07 percent to 5.62 percent per year. 
Even for this set of Hang Seng Index Constituent stocks, which are more widely followed 
and for which timely information should be more readily available, there is still evidence that 
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the market react gradually to the information in prior returns or publicly available financial 




Are Contrarian and Value Strategies 
Systematically Riskier? 
The risk hypothesis says that the high return earned by losers and value portfolios is 
the result of their higher systematic risk, not of excessive optimism. In this chapter, we 
examine various measures of risk, including standard deviations, coefficients of variation, 
betas, possibility of delisted, performance of strategies in each individual year and in "bad" 
state of world to further illuminate the relationship between risk and the contrarian and value 
strategies. 
Table XV presents the standard deviations, coefficients of variation, betas and possibility 
of delisted for each contrarian and value portfolio. Table XV, Panel A presents the standard 
deviation of cumulative 36-month returns. The standard deviations of losers and value port-
folios are higher than those of winners and growth portfolios. The differential is largest for 
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the contrarian strategies. When stocks are sorted on the basis of 36-month prior returns, the 
standard deviation of losers is 281.97 percent higher than that of winners stocks. Therefore, 
based on standard deviations, the total risk inherent in losers and value portfolios are greater 
than those of the corresponding winners and growth portfolios. However, we cannot conclude 
that the systematic risk of losers and value stocks are higher. As mentioned in previous chap-
ter, there is at most 19 stocks in a portfolio and high standard deviations may just reflect 
higher unsystematic risk. Previous study by Elton and Gruber (1977) and Statman (1987) 
show that a random portfolio have to include at least 20 stocks to eliminate most of the 
unsystematic risk using NYSE sample. In Panel B, we present the coefficients of variation to 
compare the relative total risk. Except for the B/M strategy, losers and value portfolios are 
relatively riskier than winners and growth portfolios. 
In Panel C, the betas of the losers and value portfolios with respect to the value-weighted 
index are higher than the betas of the winners and growth portfolios. The betas are 1.2838 
and 0.9403 for high B/M (value) and low B/M (growth) portfolios; 1.1904 and 0.8625 for high 
E / P (value) and low E / P (growth) portfolios; 1.0026 and 0.8951 for low GS (value) and high 
GS (growth) portfolios; 1.2986 and 1.1299 for losers and winners portfolios, respectively. The 
spreads range from 0.1075 to 0.3435 but all of them are not significant different from zero 
(not shown in Table). 
In previous chapter, we document that the contrarian and value strategies systematically 
have a long position of negative earnings stocks. These firms are expected to be in bad 
business and financial situation. Although, the consequence of delisted may be positive such 
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as a favorable M&A, it is a great interest of investors to discover whether the possibility of 
delisted is higher for losers and value portfolios. Table XV, Panel D measures the possibility 
of delisted 60 months after portfolio formation. The possibility are 13.70 and 13.37 percent 
in high B /M (value) and low B/M (growth) portfolios; 12.61 and 11.25 percent in high E / P 
(value) and low E / P (growth) portfolios; 22.40 and 29.53 percent in low GS (value) and high 
GS (growth) portfolios; 29.35 and 20.59 percent in losers and winners portfolio, respectively. 
There are less than 2 percent differentials for the B/M and E / P strategies. The possibility 
of delisted is even higher for the high GS (growth) stocks than the low GS (value) stocks. 
However, there is nearly 10 percent more firms delisted in losers than winners portfolios. 
Table XVI presents the year-by-year performance of the contrarian and value strategies 
over 1980 to 1994 observation period. We consider the cumulative returns of value minus 
growth portfolios (High B/M-Low B/M, High E/P-Low E / P or Low GS-High GS) and losers 
minus winners portfolios over 12-, 36-, 60-month holding horizon starting each month in the 
sample. Using B/M to classify stocks, high B/M stocks outperform low B/M stocks in 13 
out of 14 years using a 12-month horizon, in all 11 years using a 36-month horizon, in 7 
out of 8 years in 60-month horizon. The magnitude of loss is small compare to the profit 
in other years. For example, the only negative return is -19.507 percent in 1982 and the 
average returns of the remaining 13 years is 40.7997 percent using a 12-month horizon. The 
only negative return using a 60-month horizon is -31.364 percent which is less than all other 
positive returns in absolute value. In Panel B of Table XVI，high E / P stocks outperform 
low E / P stocks in 10 out of 14 years using a 12-month horizon, in 11 out of 12 years using 
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a 36-month horizon, in all 9 years using a 60-month horizon. Using a 12-month horizon, the 
E / P strategy generates a negative returns of as high as -52.176 percent in 1980. However, as 
we move to longer horizons, the consistency of performance of the E / P strategy increases. In 
Panel C of Table XVI, low GS stocks outperform high GS stocks in 8 out of 9 years using a 
12-month horizon, in all 7 years using a 36-month horizon, in 3 out of 5 years in 60-month 
horizon. Remarkably, there are 2 out of 5 years in which the GS strategy using a 60-month 
horizon generate negative returns as high as -107.91 percent and-115.814 percent. Using prior 
returns to classify stocks, losers outperform winners in 6 out of 11 years using a 12-month 
horizon, in 5 out of 9 years using a 36-month horizon, in 5 out of 6 years in 60-month horizon. 
The performance of contrarian strategies fluctuate widely year by year. Using 12-month or 
36-month horizon, the contrarian strategies generate negative returns in nearly half of the 
observation period. 
Suggested by Laknoishok, Shleifer and Vishny (1994), losers and value portfolios should 
be regarded as riskier than winners and growth portfolios if they underperform winners and 
growth stocks in "bad" states, in which the marginal utility of wealth is high, making losers 
and value stocks unattractive to risk-averse investors. Table XVII presents the performance of 
the contrarian and value strategies in different states of the world. By assuming that states of 
world can be classified by the value-weighted market returns, we calculate the postformation 
value-weighted market returns and rank them into 4 groups. In Table XVII, all strategies 
have a investment period of 36 months. The average differences in returns between value and 
growth portfolios (losers and winners portfolios) for each state is also reported. The value 
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portfolios outperform the growth portfolios in all states of world. For example, using the B/M 
classification, the value portfolios have an annualized returns of 17.82 percent, whereas the 
growth portfolios have an annualized returns of -11.38 percent in the "bad" states of world. 
For the contrarian strategies, the losers underperform the winners by 10.68 percent per year 
in the "bad" states of world. That is, the winners did better when the market fell. The data 
indicates that losers portfolios have greater exposure to downside risk than winners portfolios. 
Whereas, value stocks continue to outperform growth stocks in all states of word. 
In summary, our results indicate that the value strategies are not systematically riskier 
but the contrarian strategies are. The standard deviations of value stocks are higher than 
those of the growth stocks. With at most 19 stocks in each portfolio, there is high chance that 
high standard deviation just imply high undiversified unsystematic risk. The betas of value 
stocks are relatively high compared to growth stocks but the differentials are not statistically 
significant. By examining year-by-year performance, we show that the value strategies con-
sistently generate abnormal returns. In addition, value stocks outperform growth stocks in 
all states of world. For the contrarian strategies, the standard deviation, beta and possibility 
0f delisted of losers are higher than those of winners stocks. The performance of contrarian 
strategies fluctuate widely year by year. Using a 12-month or 36-month horizon, the con-
trarian strategies generate negative returns in nearly half of the years. Moreover, there is 
evidence that losers underperform winners stocks in bad state of world in which the marginal 
utility of wealth is high. 
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Chapter 6 
Fama-French5s Three-Factor Model 
Results in the preceding chapter indicate that the value strategies are not systematically 
riskier but the contrarian strategies are. In addition, statistics shows that the contrarian and 
value strategies systematically long high B/M, negative earnings, losers and small-sized stocks. 
In this chapter, we investigate whether the behavior of returns of these different portfolios 
can be explained by risk factors related to size and book-to-market ratio. This is done in the 
context of the Fama-French (1993) three factor model, given by time series regressions of the 
form 
R(t) — RF(t) = a-h b[RM{t) - RF{t)} + sSMB(t) + hHML(t) + e{t) (6.1) 
Here R(t) is the return to be explained in month t; RF(t) and RM(t) are the riskfree rate 
and the return on the value-weighted market return, respectively; SMB(t) is the return on the 
mimicking portfolio for size; and HML(t) is the return on the mimicking portfolio for book-
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to-market ratio. If the contrarian and value strategies' performance is just a manifestation of 
size and book-to-market effects, then the intercept of the equation, a, should not be significant 
different from zero. 
In June of each year T from 1980 to 1994, all SEHK stocks on PACAP are ranked on size 
(stock price multiplied by the number of stocks outstanding). The size is then used to split 
the stocks into two groups, small and big (S and B). We also break the entire sample of stocks 
into three book-to-market equity groups on the basis of the ranked values of book-to-market 
ratios (Low, Medium and High). We construct six portfolios (S/L, S/M, S/H, B/L, B/M, 
B/H) from the intersections of the two size and three B/M groups. For example, the S/L 
portfolio contains the stocks in the small-sized group that are also in the low B/M group, 
and the B/H portfolio contains the big-sized stocks that are also have high B/Ms. Monthly 
value-weighted returns on the six portfolios are calculated from July of year T to June of year 
T+l, and portfolios are reformed in June year T+l. 
The portfolio SMB (small minus big) mimic the risk factor in returns related to size. 
It is the difference between simple average of the monthly returns on the three small-stock 
portfolios (S/L, S/M, S/H) and the simple average of the three big-stock portfolios (B/L, B/M, 
B/H). Thus, SMB is the difference between the returns on small- and big-stock portfolios with 
about the same weighted-average book-to-market equity. The portfolio HML (high minus low) 
mimic the risk factor in returns related to book-to-market equity, is defined similarly. HML 
is the difference between the simple average of the monthly returns on the two high B/M 
portfolios (S/H and B/H) and the average of the two low B/M portfolios (S/L and B/L). The 
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two components of HML are on high- and low-B/M portfolios with about the same weighted-
average size. Finally, our proxy for the market factor in stock returns is the excess market 
return, RM-RF. RM is the return on the value-weighted market returns. 
The ideal risk free rate is the yield of 1-month Hong Kong Monetary Authority (HKMA) 
Exchange Fund Bill. HKMA Exchange Fund Bill is equivalent to the Treasury securities in 
US. However, the bill was first introduced in 90s and it does not cover our entire observation 
period. Similarly, the 1-month interbank rate in PACAP is available since 1988. Therefore, 
we use the 1-month saving rate as proxy in Table XVIII. For reference, we regress the 1-
month interbank rate on the 1-month saving and estimate the interbank rates before 1988. 
The results are similar. 
Table XVIII reports summary statistics of the time series regressions for the contrarian and 
value portfolios. Table XVIII also reports results for the arbitrage portfolio formed by buying 
the losers and value portfolios and selling the winners and growth portfolios. In Panel A of 
Table XVIII, the intercepts in the three-factor model increase monotonically, from -0.0101 
per month (力：-2.504) for the low B/M portfolio to 0.0368 for the highest. The portfolios 
are exposed to the same level of systematic risk with an approximate unity market betas. 
However, the three-factor regressions show that the increasing pattern in the returns on B/M 
portfolios is due to their loading on both the size factor SMB and the book-to-market factor 
HML. The low B/M portfolio has an SMB slope of 0.4025 and an negative HML slope of 
-0.1540. The high B/M portfolio has an SMB slope of 0.8478 and an HML slope of 0.7244. 
Similarly, Panel B of Table XVIII shows that the intercepts increase from -0.0080 per 
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month for the low E / P portfolio to 0.0331 for the highest. The market betas range from 
0.82354 to 1.10358. The SMB slope of both the value and growth portfolios are approximately 
equal and round up to 0.63. The regression statistics show that the increasing pattern in the 
returns is due to the increasing loading on the book-to-market factor. The low E / P portfolio 
has a negative HML slope of -0.1152 and the high E / P portfolio has a significant HML slope 
of 0.5051. 
Panel C and Panel D presents the regression statistics of the GS and contrarian portfolios. 
After taking the size risk and book-to-market risk into account, the excess returns does 
not survive. The intercept equals to 0.0032 (力=0.349) for the low GS portfolio and 0.0263 
(^=4.772) for the highest. For the contrarian strategies, the intercept equals to -0.0199 (t二-
2.469) for the losers and 0.0337 (^=8.023) for the winners portfolio. The market betas of value-
growth or losers-winners portfolios do not differ widely. Once again, there are evidences that 
the excess returns of the GS strategy and the contrarian strategies are due to the increasing 
loading on the size and book-to-market mimicking risk factors. 
Consistent with the evidence of preceding chapter, the superior performance of the con-
trarian strategies and value strategies are partly due to the increasing loading on the size and 
book-to-market mimicking risk factors. The B/M premium and the E / P premium continue 
to exist even after taking the mimicking risk factors into account. However, GS premium and 




Having a comprehensive study of the momentum, contrarian and value anomalies in the 
Hong Kong Stock Market, we reach the following conclusion. First, weak medium-term price 
momentum exists in Hong Kong. Second, the contrarian and value strategies generate superior 
returns. Third, returns continue to exist after controlling the the size effect and industry 
effect separately. Fourth, the value strategies are not systematically riskier but the contrarian 
strategies are. 
Comparing to the study in US, price momentum is weak in Hong Kong. The returns of the 
zero-cost portfolios range from -0.13 percent to 1.39 percent per month and 1 out 16 of them 
are positive significant. For the contrarian and value strategies, we have largely confirmed 
the results established by previous research in the worldwide. Sorting stocks on prior returns 
or financial ratios (B/M, E / P or GS) yield large differences in subsequent returns. The book-
to-market strategy generates returns as high as 35.52 percent per year. There are similar 
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value premium when we sort stocks on earnings-per-price ratio (E/P), growth of sales (GS) 
and prior returns (PR). Studying various attributes of our contrarian and value portfolios, we 
discover that the contrarian and value strategies have a tendency to long high B/M, negative 
earnings, losers and small-sized stocks. 
Empirical evidence indicates that size is related to both risk and expected returns. Mea-
suring the return reversals and value premium on size-based subsamples allow us to examine 
whether the profitability of the strategies is confined to any particular subsamples of stocks. 
Our study indicates that the profitability of the contrarian and value strategies is not confined 
to any size-based subsamples of stocks. Moreover, the return reversals and value premium in 
large-sized portfolios are more consistent and longer-lived than premium in other size-based 
subsamples. Size-neutral losers and value portfolios subsequently outperform winners and 
growth portfolios by sizable amount. This result is crucial since there is no evidence that the 
return reversals and value premium are due to the well known size effect. 
On the other hand, the return reversals and value premium continue to exist after control 
of the industrial composition of portfolios. The magnitude of B/M and E / P premium in the 
entire sample and industry-neutral subsample are approximately the same. We demonstrate 
that the B/M and E / P strategies continue to deliver sizable returns within different industries. 
In contrast the GS premium and return reversals within industry-neutral subsamples are 
smaller than those in entire sample. Our results indicate that this is due to the fact that the 
GS premium and return reversals are restricted to only a few individual industries. 
Even for the set of Hang Seng Index Constituent stocks, which are more widely followed 
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and for which timely information should be more readily available, there is still evidence that 
the market react gradually to the information in prior returns and past accounting multiples. 
However, the returns in HSI subsample is substantially smaller than those in the entire sample. 
One of the possible explanation of the superior returns to contrarian and value strategies 
is that they expose investors to greater systematic risk. We examine various measures of 
risk, including standard deviations, coefficients of variation, betas, possibility of delisted after 
portfolio formation, performance of strategies in each individual year and in "bad" state of 
world to further illuminate the relationship between risk and these anomalies. Our results 
indicate that the value strategies are not systematically riskier but the contrarian strategies 
are. The standard deviations of value stocks are higher than those of the growth stocks. 
With at most 19 stocks in each portfolio, there is high chance that high standard deviation 
just imply high undiversified unsystematic risk. The betas of value stocks are relatively high 
compared to growth stocks but the differentials are not statistically significant. In addition, 
we show that the value strategies consistently generate abnormal returns year-by-year and 
value stocks outperform growth stocks in all states of world. For the contrarian strategies, the 
standard deviation, beta and possibility of delisted of losers are higher than winners stocks. 
The performance of contrarian strategies fluctuate widely year by year. Using a 12-month 
and 36-month horizon, the contrarian strategies generate negative returns in nearly half of 
the years. 
Moreover, there is evidence that losers underperform winners stocks in bad state of world 
in which the marginal utility of wealth is high. 
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We investigate whether the behavior of returns on our different portfolios can be explained 
by risk factors related to size and book-to-market ratio. This is done in the context of 
the Fama-French (1993) three factor model. The superior performance of the contrarian 
strategies and value strategies are partly due to the increasing loading on the size and book-
to-market mimicking risk factors. However, the B/M premium and the E / P premium continue 
to exist even after taking the mimicking risk factors into account. Although, GS portfolios and 
contrarian portfolios produce a strong spread in returns as documented in previous chapters, 
these returns seems to be absorbed by the three common risk factors in stock returns. 
It has been demonstrated that buying (selling) stocks that are priced low (high) relative 
to accounting measures of operating performance such as earnings, book values generates 
superior returns in the world wide. Data snooping does not seems to be a rational explanation 
of these anomalies. Overreaction, investor extrapolation of future growth and analysts' biased 
forecasts of future earnings growth rates are competing explanation. On the other side, strong 
price momentum exists in US and European markets; however, momentum tends to be weak 
in Asian countries like Japan and Hong Kong. The underlying sources of these phenomenon 
are still topic of future research. 
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Table I Returns for Momentum Strategies 
At the end of each month between 1980 and 1994, 10-decile portfolios are formed in ascending 
order on the basis of their returns over past J months (J ==3, 6, 9, 12). All stocks are equally weight 
in a portfolio, formed one month after ranking period. The sample includes all common stocks listed 
on Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases 
(PACAP). RK refers to the average buy-and-hold monthly returns over K months following portfolio 
formation (K ==3, 6, 9, 12). The winners (losers) portfolio r~fers to the decile portfolio containing 
stocks ranking highest (lowest) on prior returns. W-L refers to the arbitrage portfolio formed by 
buying winners and selling losers. 
Panel A: J=3 
Losers 2 3 4 5 6 7 8 9 Winners W-L 
R3 0.0144 0.0243 0.0232 0.0241 0.0237 0.0198 0.0247 0.0256 0.0230 0.0214 0.0070 
R6 0.0120 0.0163 0.0190 0.0249 0.0226 0.0213 0.0255 0.0236 0.0229 0.0246 0.0127 Rg 0.0125 0.0162 0.0163 0.0214 0.0211 0.0196 0.0213 0.0230 0.0215 0.0235 0.0109 
R12 0.0141 0.0170 0.0164 0.0206 0.0181 0.0180 0.0193 0.0221 0.0230 0.0217 0.0076 
Panel B: J=6 
Losers 2 3 4 5 6 7 8 9 Winners W-L 
R3 0.0108 0.0167 0.0254 0.0227 0.0187 0.0247 0.0237 0.0224 0.0271 0.0240 0.0132 
R6 0.0104 0.0152 0.0175 0.0193 0.0183 0.0217 0.0213 0.0232 0.0260 0.0243 0.0139 * Rg 0.0121 0.0161 0.0157 0.0172 0.0162 0.0199 0.0205 0.0217 0.0234 0.0225 0.0104 
R12 0.0139 0.0171 0.0161 0.0167 0.0167 0.0187 0.0201 0.0207 0.0221 0.0215 0.0076 
Panel C: J=9 
Losers Winners W-L 
R3 0.0125 0.0123 0.0150 0.0157 0.0225 0.0227 0.0205 0.0214 0.0214 0.0251 0.0126 
R6 0.0123 0.0149 0.0148 0.0159 0.0189 0.0219 0.0202 0.0188 0.0236 0.0223 0.0100 Rg 0.0151 0.0137 0.0148 0.0162 0.0184 0.0198 0.0197 0.0179 0.0216 0.0197 0.0046 
R12 0.0164 0.0151 0.0159 0.0172 0.0181 0.0190 0.0177 0.0177 0.0195 0.0194 0.0030 
Panel D: J =12 
Losers 2 3 4 5 6 7 8 9 Winners W-L 
R3 0.0174 0.0134 0.0126 0.0143 0.0200 0.0195 0.0188 0.0253 0.0202 0.0202 0.0028 
R6 0.0176 0.0144 0.0146 0.0158 0.0203 0.0183 0.0174 0.0208 0.0227 0.0201 0.0025 Rg 0.0185 0.0156 0.0151 0.0159 0.0194 0.0176 0.0156 0.0182 0.0189 0.0194 0.0009 
R12 0.0203 0.0156 0.0169 0.0158 0.0189 0.0189 0.0158 0.0188 0.0186 0.0190 -0.0013 
* positive significant at 10% 
** positive significant at 5% 
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Table 11 Returns for Contrarian Strategies 
At the end of each month between 1980 and 1994, 10-decile portfolios are formed in ascending order 
on the basis of their returns over past J months (J =12, 24, 36, 48, 60). All stocks are equally weight 
in a portfolio, formed one month after ranking period. The sample includes all common stocks 
listed on Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets 
Databases (PACAP). RK refers to the buy-and-hold annualized returns over K months following 
portfolio formation (K =12,24,36,48,60). The winners (losers) portfolio refers to the decile portfolio 
containing stocks ranking highest (lowest) on prior returns. L-W refers to the arbitrage portfolio 
formed by buying losers and selling winners. 
Panel A: J =12 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
R12 0.2727 0.2044 0.2222 0.2065 0.2512 0.2523 0.2072 0.2510 0.2478 0.2530 0.0198 
R24 0.2640 0.2202 0.2503 0.2535 0.2784 0.2795 0.2506 0.2821 0.2723 0.2672 -0.0032 
R36 0.3193 0.2672 0.2592 0.2765 0.2922 0.2987 0.2691 0.2876 0.2804 0.2687 0.0507 
R48 0.3208 0.2770 0.2758 0.2682 0.2898 0.2919 0.2631 0.2680 0.2738 0.2629 0.0578 
R60 0.3083 0.2919 0.2684 0.2625 0.2831 0.2823 0.2614 0.2799 0.2615 0.2455 0.0628 
Panel B: J=24 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
R12 0.4082 0.3070 0.2675 0.3034 0.3374 0.3125 0.3058 0.3163 0.2549 0.2375 0.1707 
R24 0.3754 0.2924 0.2976 0.3247 0.3197 0.2964 0.3103 0.2749 0.2750 0.2818 0.0936 
R36 0.4189 0.3281 0.3428 0.3322 0.3371 0.3124 0.3123 0.2686 0.2723 0.2843 0.1346 
R48 0.3917 0.3331 0.3548 0.3288 0.3088 0.2836 0.2915 0.2716 0.2643 0.2613 0.1304 
R60 0.3461 0.3183 0.3378 0.3232 0.3037 0.2833 0.2837 0.2701 0.2580 0.2342 0.1119 * 
Panel C: J=36 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
R12 0.4351 0.3398 0.3672 0.2930 0.3567 0.3243 0.3290 0.3224 0.3216 0.2737 0.1614 
R24 0.5749 0.3642 0.3773 0.3227 0.3240 0.3119 0.3153 0.3265 0.2743 0.2904 0.2845 * 
R36 0.6021 0.4002 0.3803 0.3410 0.3159 0.2946 0.3065 0.3266 0.2693 0.2717 0.3303 ** 
R48 0.5029 0.3421 0.3674 0.3267 0.3068 0.2790 0.3031 0.3007 0.2531 0.2536 0.2493 ** 
R60 0.4047 0.3083 0.3352 0.3195 0.2676 0.2662 0.2942 0.2816 0.2392 0.2365 0.1682 ** 
Panel D: J=48 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
R12 0.6602 0.4960 0.3854 0.3323 0.4023 0.3365 0.3502 0.3315 0.2972 0.2912 0.3691 ** 
R24 0.6501 0.4520 0.3830 0.3182 0.3664 0.3011 0.3341 0.3089 0.2860 0.2623 0.3878 ** 
R36 0.5211 0.3937 0.4238 0.3476 0.3437 0.3089 0.3187 0.3029 0.2873 0.2525 0.2686 ** 
R48 0.3532 0.3487 0.3689 0.3264 0.2896 0.2745 0.2820 0.2757 0.2680 0.2341 0.1190 ** 
R60 0.2943 0.3052 0.3414 0.3252 0.2799 0.2880 0.3135 0.2781 0.2757 0.2559 0.0384 
Panel E: J=60 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
R12 0.6903 0.3893 0.3156 0.3860 0.3380 0.3306 0.2897 0.2925 0.3002 0.2168 0.4735 * 
R24 0.4670 0.3820 0.3727 0.3686 0.3283 0.3246 0.2856 0.3315 0.2948 0.2091 0.2579 * 
R36 0.3541 0.3144 0.4013 0.3287 0.3074 0.2910 0.2669 0.2732 0.2586 0.2151 0.1390 * 
R48 0.2618 0.2783 0.3823 0.3418 0.2983 0.3057 0.2925 0.2801 0.2724 0.2265 0.0353 
R60 0.3604 0.2424 0.3533 0.3356 0.2996 0.2847 0.2996 0.2946 0.2645 0.2414 0.1190 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table III Returns for Value Strategies 
At the end of each month between 1980 and 1994, 10-decile portfolios are formed in ascending 
order on the basis of BjM, EjP, GS and PR. BjM is the ratio of book value of equity to market 
value of equity; EjP is the ratio of earnings to market value of equity; GS is the preformation 
5-year average growth rate of sales, and PR is the prior returns of previous 36 months. All stocks 
are equally weight in a portfolio, formed one month after ranking period. The sample includes all 
common stocks listed on Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin 
Capital Markets Databases (PACAP). RK refers to the average buy-and-hold annualized returns 
over K months following portfolio formation (K =12, 24, 36, 48, 60). The growth (value) portfolio 
refers to the decile portfolio containing stocks ranking lowest (highest) on B jM, E JP, or highest 
(lowest) on GS. The winners (losers) portfolio refers to the decile portfolio containing stocks ranking 
highest (lowest) on PR. 
V -G (L-W) refers to the arbitrage portfolio formed by buying value (losers) stocks and selling 
growth (winners) stocks. 
Growth 2 3 4 
Panel A: B/M 
5 6 7 8 9 Value V-G 
R12 0.1048 0.2309 0.2470 0.3035 0.2261 0.3040 0.3186 0.3286 0.3549 0.4600 0.3552 ** 
R24 0.1226 0.2404 0.2270 0.2720 0.2147 0.2650 0.2924 0.3197 0.3205 0.3852 0.2626 ** 
R36 0.1447 0.2308 0.2362 0.2987 0.2563 0.2926 0.2878 0.3308 0.3393 0.3826 0.2379 ** 
R48 0.1403 0.2231 0.2594 0.2913 0.2835 0.2979 0.2783 0.3221 0.3200 0.3535 0.2132 ** 
R60 0.1472 0.2344 0.2677 0.2740 0.2983 0.2848 0.2741 0.3018 0.3068 0.3148 0.1676 ** 
Panel A: E/P 
Growth 2 3 4 5 6 7 8 9 Value V-G 
R12 0.1745 0.2149 0.2487 0.2843 0.2713 0.3131 0.2802 0.2777 0.3053 0.3083 0.1338 
R24 0.1427 0.2208 0.2098 0.2511 0.2773 0.2922 . 0.2379 0.2594 0.3170 0.3358 0.1931 * 
R36 0.1450 0.2315 0.2182 0.2543" 0.2865 0.2955 0.2671 0.2834 0.3166 0.3924 0.2474 ** 
R48 0.1747 0.2283 0.2086 0.2681 0.2690 0.2831 0.2920 0.2749 0.3197 0.3827 0.2080 ** 
R60 0.1844 0.2287 0.2124 0.2850 0.2652 0.2730 0.2781 0.2927 0.3281 0.3393 0.1549 ** 
Panel A: GS 
Value 2 3 4 5 6 7 8 9 Growth V-G 
R12 0.3899 0.3897 0.4063 0.3828 0.5354 0.4025 0.3666 0.4671 0.4129 0.2123 0.1776 * 
R24 0.3502 0.3292 0.3274 0.3486 0.4042 0.3607 0.3577 0.3001 0.3193 0.1915 0.1587 ** 
R36 0.3584 0.2718 0.2682 0.2845 0.3219 0.3082 0.2937 0.2590 0.2562 0.1650 0.1934 ** 
R48 0.3506 0.2658 0.2474 0.2461 0.2695 0.2617 0.2928 0.2513 0.1578 0.2009 0.1497 ** 
R60 0.2896 0.2498 0.2376 0.2319 0.2455 0.2586 0.2565 0.2392 0.1626 0.2410 0.0487 
Panel D: PR 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
R12 0.4351 0.3398 0.3672 0.2930 0.3567 0.3243 0.3290 0.3224 0.3216 0.2737 0.1614 
R24 0.5749 0.3642 0.3773 0.3227 0.3240 0.3119 0.3153 0.3265 0.2743 0.2904 0.2845 * 
R36 0.6021 0.4002 0.3803 0.3410 0.3159 0.2946 0.3065 0.3266 0.2693 0.2717 0.3303 ** 
R48 0.5029 0.3421 0.3674 0.3267 0.3068 0.2790 0.3031 0.3007 0.2531 0.2536 0.2493 ** 
R60 0.4047 0.3083 0.3352 0.3195 0.2676 0.2662 0.2942 0.2816 0.2392 0.2365 0.1682 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table IV Descriptive Statistics for Contrarian and Value Strategies 
At the end of each month between 1980 and 1994, 10-decile portfolios are formed in ascending 
order on the basis of B/M, E/P, GS and PR. B/M is the ratio of book value of equity to market 
value of equity; E/P is the ratio of earnings to market value of equity; GS is the preformation 5-year 
average growth rate of sales, and PR is the prior returns of previous 36 months. The sample includes 
all common stocks listed on Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin 
Capital Markets Databases (PACAP). This table presents various portfolio statistics. B /M refers to 
the book-to-market strategy and b/m refers to the time-series average book-to-market ratio. mv IS 
the market capitalization and n is portfolio size. 
1 2 3 4 
Panel A: b/m 
5 6 7 8 9 10 
B/M 0.1396 0.3422 0.5147 0.6531 0.8032 0.9398 1.1257 1.4061 1.8880 3.8357 
ElP 0.7577 0.8460 0.8646 0.8493 0.8859 0.9349 1.1038 1.1550 1.4002 2.0900 
GS 0.9903 1.1032 0.8553 0.8265 1.0431 1.0029 0.8569 0.8334 0.9690 0.8914 
PR 1.5686 2.0619 1.4139 1.3042 1.1445 0.8629 0.8077 0.8064 0.7590 0.5464 
1 2 3 4 
Panel B: e/p 
5 6 7 8 9 10 
B/M 0.0222 0.0305 0.0601 0.0588 0.0795 0.0793 0.0887 0.0706 0.0762 -0.0567 
ElP 0.0138 0.0368 0.0522 0.0676 0.0837 0.0978 0.1224 0.1518 0.2044 0.3928 
GS -0.0230 0.0011 0.0383 0.0293 0.0597 -0.0006 0.0647 0.0774 0.1099 0.0763 
PR -0.4226 -0.0174 0.0639 0.0529 0.0675 0.0994 0.0982 0.1049 0.1049 0.0819 
4 
Panel C: gs 
6 7 8 9 10 1 2 3 5 
B/M 1369 1530 1468 1468 1471 1387 1361 1398 1376 1388 
ElP 1258 1350 1436 1458 1485 1464 1496 1477 1529 1464 
GS 668 972 1142 1252 1355 1436 1565 1683 1857 2172 
PR 1262 1226 1349 1443 1462 1541 1549 1575 1565 1563 
4 
Panel D: pr 
6 7 8 9 10 1 2 3 5 
B/M 3.0114 2.2956 2.2495 2.4994 2.2417 1.9317 1.5859 1.3583 1.3330 1.2029 
ElP 1.9297 2.8414 2.9074 2.2305 2.0034 1.8165 1.7590 1.7368 2.0178 1.7920 
GS 1.6773 1.8050 2.4191 2.7500 2.7577 2.2715 2.7405 3.1334 3.0795 3.7415 
PR 0.4615 0.8673 1.1400 1.3520 1.5958 1.8714 2.1892 2.6017 3.2246 5.1040 
Panel E: mv 
1 2 3 4 5 6 7 8 9 10 
B/M 2395 2164 1665 1107 817 558 542 445 500 285 
ElP 635 1670 1973 2420 1930 1242 862 480 395 283 
GS 212 665 1118 1772 1120 929 1461 1858 1117 1610 
PR 493 946 2100 2741 2615 3489 2780 3099 3276 3918 
Panel F: n 
1 2 3 4 5 6 7 8 9 10 
B/M 19.73 20.02 19.43 19.80 19.94 19.59 19.86 19.37 20.08 19.90 
EIP 16.68 16.99 16.54 16.74 17.00 16.69 16.80 16.48 17.05 16.78 
GS 11.96 12.00 12.37 12.02 12.21 11.20 11.98 12.26 12.13 12.06 
PR 4.79 5.38 5.44 5.32 5.25 5.54 5.44 5.32 5.50 4.86 
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Table V Returns for B/M Strategy- Size-neutral and Size-based Portfolios Portfolios 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order on the 
basis of B/M relative to stocks in the same size subsample (small, medium, large). B/M is the ratio 
of book value of equity to market value of equity. All stocks are equally weight in a portfolio, formed 
one month after ranking period. The sample includes all common stocks listed on Stock Exchange 
of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK 
refers to the average buy-and-hold annualized returns over K months following portfolio formation 
(K ==12, 24, 36,48, 60). The growth (value) portfolio refers to the portfolio containing stocks ranking 
lowest (highest) on B /M. The growth (value) portfolios in each sized subsample are combined into 
size-neutral growth (value) portfolio. V-G refers to the arbitrage portfolio formed by buying value 
stocks and selling growth stocks. 
Panel A: Size-neutral 
Growth 2 3 4 Value V-G 
R12 0.1562 0.2626 0.3530 0.2875 0.3459 0.1897 * 
R24 0.1866 0.2477 0.2699 0.2802 0.3148 0.1281 
R36 0.1698 0.2582 0.2734 0.2950 0.3351 0.1653 ** 
R48 0.1636 0.2565 0.2764 0.2930 0.3208 0.1572 ** 
R60 0.1955 0.2568 0.2608 0.2689 0.3155 0.1200 ** 
Panel B: Small-sized Stocks 
Growth 2 3 4 Value V-G 
R12 0.4133 0.3697 0.5174 0.4492 0.6688 0.2556 
R24 0.2007 0.2721 0.3994 0.4061 0.5528 0.3520 ** 
R36 0.2408 0.2397 0.3253 0.3721 0.5555 0.3146 ** 
R48 0.2249 0.2166 0.2784 0.2933 0.4772 0.2524 ** 
R60 0.2640 0.2231 0.2136 0.1877 0.4823 0.2182 * 
Panel C: Medium-sized Stocks 
Growth 2 3 4 Value V-G 
R12 0.1872 0.2429 0.3326 0.3303 0.2972 0.1100 
R24 0.2812 0.2548 0.2897 0.3243 0.2592 -0.0220 
R36 0.2325 0.2712 0.2959 0.3362 0.2884 0.0559 
R48 0.2155 0.2847 0.2861 0.3216 0.2913 0.0758 
R60 0.3235 0.3085 0.2567 0.2945 0.2950 -0.0285 
Panel D: Large-Sized Stocks 
V-G Growth 2 3 4 Value 
R12 0.0801 0.2336 0.2940 0.2099 0.2685 0.1884 ** 
R24 0.1150 0.2567 0.2306 0.2346 0.2774 0.1625 ** 
R36 0.1415 0.2740 0.2549 0.2685 0.3012 0.1597 ** 
R48 0.1406 0.2643 0.2666 0.2812 0.3019 0.1614 ** 
R60 0.1370 0.2512 0.2647 0.2777 0.3130 0.1759 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table VI Returns for EIP Strategy- Size-neutral and Size-based Portfolios Portfolios 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of E IP relative to stocks in the same size subsample (small, medium, large). E IP is 
the ratio of earnings to market value of equity. All stocks are equally weight in a portfolio, formed 
one month after ranking period. The sample includes all common stocks listed on Stock Exchange 
of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK 
refers to the average buy-and-hold annualized returns over K months following portfolio formation 
(K ==12,24,36,48,60). The growth (value) portfolio refers to the portfolio containing stocks ranking 
lowest (highest) on E IP. The growth (value) portfolios in each sized subsample are combined into 
size-neutral growth (value) portfolio. V-G refers to the arbitrage portfolio formed by buying value 
stocks and selling growth stocks. 
Panel A: Size Neutral 
Growth 2 3 4 Value V-G 
R12 0.1907 0.2344 0.3211 0.3053 0.2649 0.0742 
R24 0.1703 0.2435 0.2583 0.2771 0.2796 0.1092 * 
R36 0.1872 0.2502 0.2668 0.2864 0.3235 0.1362 ** 
R48 0.2034 0.2554 0.2555 0.2791 0.3270 0.1236 ** 
R60 0.2065 0.2504 0.2575 0.2794 0.3134 0.1068 ** 
Panel B: Small-sized stocks 
Growth 2 3 4 Value V-G 
R12 0.2366 0.2900 0.4464 0.4841 0.4160 0.1794 
R24 0.2031 0.3547 0.3199 0.4159 0.5484 0.3454 * 
R36 0.2080 0.3026 0.2858 0.3460 0.6071 0.3991 ** 
R48 0.2110 0.2621 0.3045 0.2747 0.5025 0.2915 ** 
R60 0.2009 0.2184 0.2493 0.2532 0.3895 0.1886 ** 
Panel C: Medium-sized stocks 
Growth 2 3 4 Value V-G 
R12 0.2246 0.2353 0.3010 0.2314 0.2613 0.0367 
R24 0.2149 0.2537 0.2507 0.2540 0.2961 0.0812 
R36 0.2060 0.2577 0.2563 0.2714 0.3347 0.1287 * 
R48 0.2193 0.2939 0.2412 0.2643 0.3540 0.1348 ** 
R60 0.1844 0.2970 0.2502 0.3027 0.3488 0.1643 ** 
Growth 
Panel D: Large-sized Stocks 
2 3 4 Value V-G 
R12 0.1131 0.2034 0.2848 0.2854 0.2240 0.1108 
R24 0.1411 0.2135 0.2514 0.2710 0.2476 0.1065 * 
R36 0.1837 0.2405 0.2649 0.2972 0.2852 0.1016 * 
R48 0.1949 0.2426 0.2539 0.2926 0.2949 0.1000 ** 
R60 0.2195 0.2390 0.2590 0.2796 0.2920 0.0724 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table VII Returns for CS Strategies- Size-neutral and Size-based Portfolios 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of GS relative to stocks in the same size subsample (small, medium, large). GS is the 
preformation 5-year average growth rate of sales. All stocks are equally weight in a portfolio, formed 
one month after ranking period. The sample includes all common stocks listed on Stock Exchange 
of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK 
refers to the average buy-and-hold annualized returns over K months following portfolio formation 
(K =12, 24, 36, 48, 60). The growth (value) portfolio refers to the portfolio containing stocks ranking 
highest (lowest) on GS. The growth (value) portfolios in each sized subsample are combined into 
size-neutral growth (value) portfolio. V-G refers to the arbitrage portfolio formed by buying value 
stocks and selling growth stocks. 
Panel A: Size Neutral 
Value 2 3 4 Growth V-G 
R12 0.3509 0.3857 0.4871 0.4221 0.3313 0.0196 
R24 0.3136 0.3381 0.3988 0.3489 0.2581 0.0555 
R36 0.3113 0.2780 0.3296 0.2769 0.2044 0.1069 ** 
R48 0.3049 0.2457 0.2838 0.2618 0.1870 0.1179 ** 
R60 0.2788 0.2411 0.2578 0.2451 0.2019 0.0769 ** 
Panel B: Small-sized Stocks 
Value 2 3 4 Growth V-G 
R12 0.5294 0.5337 0.8468 0.5130 0.6261 -0.0967 
R24 0.3283 0.3951 0.5142 0.4048 0.4077 -0.0794 
R36 0.3078 0.2666 0.3519 0.2588 0.2816 0.0262 
R48 0.3005 0.2568 0.3237 0.2657 0.2483 0.0522 ** 
R60 0.2275 0.2033 0.2327 0.2679 0.1776 0.0499 ** 
Panel C: Medium-sized Stocks 
Value 2 3 4 Growth V-G 
R12 0.2722 0.3500 0.4304 0.5263 0.2075 0.0646 
R24 0.2776 0.3135 0.4225 0.3942 0.1624 0.1152 * 
R36 0.2697 0.2605 0.3686 0.2816 0.1595 0.1102 
R48 0.2761 0.2575 0.3280 0.2422 0.1364 0.1398 * 
R60 0.2647 0.2489 0.3045 0.2304 0.1801 0.0846 ** 
Panel D: Large-sized Stocks 
V-G Value 2 3 4 Growth 
R12 0.3307 0.3601 0.3219 0.2910 0.2558 0.0749 
R24 0.3090 0.3210 0.2625 0.2798 0.2469 0.0621 
R36 0.2876 0.2959 0.2449 0.2732 0.2213 0.0664 
R48 0.2717 0.2418 0.2098 0.2798 0.2263 0.0454 
R60 0.2590 0.2328 0.2054 0.2429 0.2553 0.0037 
* positive significant at 10% 
** positive significant at 5% 
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Table VIII Returns for Contrarian Strategies- Size-neutral and Size-based Portfolios 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of PR relative to stocks in the same size subsample (small, medium, large). PR is the 
prior returns of previous 36 months. All stocks are equally weight in a portfolio, formed one month 
after ranking period. The sample includes all common stocks listed on Stock Exchange of Hong 
Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK refers to 
the average buy-and-hold annualized returns over K months following portfolio formation (K =12, 
24, 36, 48, 60). The winners (losers) portfolio refers to the portfolio containing stocks ranking 
highest (lowest) on PR. The winners (losers) portfolios in each sized subsample are combined into 
size-neutral winners (losers) portfolio. L-W refers to the arbitrage portfolio formed by buying value 
stocks and selling winners stocks. 
Panel A: Size Neutral 
Losers 2 3 4 Winners L-W 
R12 0.3897 0.3227 0.3499 0.3402 0.2932 0.0965 
R24 0.4826 0.3449 0.3307 0.3225 0.2879 0.1946 ** 
R36 0.4927 0.3330 0.3176 0.3411 0.2839 0.2087 ** 
R48 0.4391 0.3092 0.2934 0.3236 0.2661 0.1730 ** 
R60 0.3842 0.2894 0.2643 0.2957 0.2555 0.1287 ** 
Panel B: Small-sized Stocks 
Losers 2 3 4 Winners L-W 
R12 0.5504 0.3288 0.3390 0.3418 0.3189 0.2315 
R24 0.7394 0.3103 0.3271 0.2971 0.2467 0.4927 ** 
R36 0.6861 0.3113 0.3004 0.3325 0.2389 0.4473 ** 
R48 0.5760 0.2650 0.2892 0.3411 0.2208 0.3552 ** 
R60 0.5033 0.1997 0.2590 0.3237 0.2528 0.2505 ** 
Panel C: Medium-sized Stocks 
Losers 2 3 4 Winners L-W 
R12 0.2638 0.3225 0.3220 0.3174 0.2817 -0.0178 
R24 0.3052 0.3583 0.3102 0.3344 0.2469 0.0584 
R36 0.3461 0.3575 0.3256 0.3336 0.2310 0.1151 ** 
R48 0.3534 0.3288 0.2990 0.2980 0.2365 0.1169 ** 
R60 0.3341 0.3165 0.2626 0.2771 0.2158 0.1183 ** 
Panel D: Large-sized Stocks 
L-W Losers 2 3 4 Winners 
R12 0.3480 0.3195 0.3644 0.3586 0.2641 0.0839 
R24 0.3647 0.3408 0.3452 0.3541 0.3309 0.0338 
R36 0.3950 0.3241 0.3110 0.3605 0.3338 0.0613 
R48 0.3926 0.2970 0.2918 0.3347 0.3154 0.0771 * 
R60 0.3632 0.2794 0.2587 0.2945 0.2907 0.0726 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table IX Returns for Contrarian and Value Strategies- Industry-neutral Portfolios 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of B/M, E/P, GS and PR relative to stocks from the same industry. B/M is the ratio 
of book value of equity to market value of equity; E/P is the ratio of earnings to market value of 
equity; GS is the preformation 5-year average growth rate of sales, and PR is the prior returns of 
previous 36 months. All stocks are equally weight in a portfolio, formed one month after ranking 
period. The sample includes all common stocks listed on Stock Exchange of Hong Kong (SEHK) 
with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK refers to the average buy-
and-hold annualized returns over K months following portfolio formation (K =12, 24, 36, 48, 60). 
The growth (value) portfolio refers to the decile portfolio containing stocks ranking lowest (highest) 
on B/M, E/P, or highest (lowest) on GS. The winners (losers) portfolio refers to the decile portfolio 
containing stocks ranking highest (lowest) on PR. The growth (value) portfolios in each industry 
are combined into industry-neutral growth (value) portfolio. The winners (losers) portfolios in each 
industry are combined into industry-neutral winners (losers) portfolio. V-G (L-W) refers to the 
arbitrage portfolio formed by buying value (losers) stocks and selling growth (winners) stocks. 
Growth 2 
Panel A: B/M 
3 4 Value V-G 
R12 0.1483 0.2620 0.3280 0.3262 0.3848 0.2365 ** 
R24 0.1777 0.2385 0.2487 0.3020 0.3394 0.1617 * 
R36 0.1794 0.2462 0.2639 0.3162 0.3569 0.1775 ** 
R48 0.1709 0.2453 0.2702 0.3192 0.3473 0.1764 ** 
R60 0.1918 0.2514 0.2608 0.3036 0.3249 0.1331 ** 
Growth 2 
Panel B: EIP 
3 4 Value V-G 
R12 0.2158 0.2246 0.3228 0.2889 0.3258 0.1100 
R24 0.1813 0.2307 0.2630 0.2513 0.3190 0.1377 * 
R36 0.1876 0.2370 0.2692 0.2656 0.3650 0.1774 ** 
R48 0.2012 0.2344 0.2746 0.2680 0.3592 0.1581 ** 
R60 0.2062 0.2411 0.2671 0.2782 0.3334 0.1272 ** 
Panel C: GS 
Value 2 3 4 Growth V-G 
R12 0.4154 0.3594 0.4615 0.4248 0.3247 0.0907 
R24 0.3125 0.3525 0.3898 0.3192 0.2632 0.0493 
R36 0.2906 0.2986 0.3138 0.2751 0.2109 0.0797 ** 
R48 0.2937 0.2711 0.2726 0.2596 0.1858 0.1079 ** 
R60 0.2765 0.2523 0.2479 0.2416 0.2170 0.0595 ** 
Panel D: PR 
Losers 2 3 4 Winners L-W 
R12 0.3712 0.3162 0.3388 0.3685 0.2900 0.0812 
R24 0.4603 0.3632 0.3200 0.3193 0.2973 0.1630 * 
R36 0.4365 0.3760 0.3256 0.3182 0.2934 0.1431 * 
R48 0.3617 0.3615 0.3102 0.3091 0.2737 0.0880 * 
R60 0.3158 0.3305 0.2830 0.2913 0.2653 0.0505 * 
* positive significant at 10% 
** positive significant at 5% 
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Table X Returns for B/M Strategy- By Industry 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of B /M relative to stocks from the same industry. B /M is the ratio of book value of 
equity to market value of equity. All stocks are equally weight in a portfolio, formed one month 
after ranking period. The sample includes all common stocks listed on Stock Exchange of Hong 
Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK refers to 
the average buy-and-hold annualized returns over K months following portfolio formation (K =12, 
24, 36,48, 60). The growth (value) portfolio refers to the portfolio containing stocks ranking lowest 
(highest) on B/M. V-G refers to the arbitrage portfolio formed by buying value stocks and selling 
growth stocks. 
Panel A: Finance 
Growth 2 3 4 Value V-G 
R12 0.1334 0.2892 0.2094 0.5036 0.3781 0.2446 ** 
R24 0.2084 0.2414 0.1820 0.3648 0.4846 0.2762 ** 
R36 0.2317 0.3144 0.2290 0.3893 0.3644 0.1327 * 
R48 0.2485 0.3438 0.2534 0.3304 0.3095 0.0610 
R60 0.2519 0.3219 0.2328 0.3220 0.2809 0.0290 
Growth 2 
Paneh B: Utili7 
Value V-G 
R12 0.1852 0.2509 0.3097 0.3525 0.3215 0.1363 * 
R24 0.1925 0.2895 0.3003 0.3574 0.3169 0.1244 ** 
R36 0.2185 0.3081 0.2994 0.3797 0.3376 0.1190 * 
R48 0.1945 0.2981 0.2842 0.3855 0.3484 0.1539 ** 
R60 0.1939 0.2718 0.2499 0.3696 0.3247 0.1308 * 
Panel C: Properties 
Value V-G Growth 234 
R12 0.1345 0.2770 0.3156 0.3246 0.3443 0.2098 * 
R24 0.1425 0.2880 0.2687 0.2815 0.3096 0.1671 * 
R36 0.1940 0.3043 0.3071 0.2816 0.2977 0.1036 
R48 0.1547 0.2733 0.2863 0.2670 0.2816 0.1269 ** 
R60 0.1979 0.2480 0.2765 0.2403 0.2549 0.0570 * 
Panel D: Consolidated Enterprise 
Growth 2 3 4 Value V-G 
R12 0.2991 0.2821 0.2797 0.2433 0.4302 0.1310 
R24 0.3697 0.2966 0.2397 0.3059 0.3339 -0.0357 
R36 0.2716 0.3041 0.2521 0.3259 0.3597 0.0881 
R48 0.2559 0.3020 0.2684 0.3502 0.3628 0.1069 * 
R60 0.3139 0.2984 0.2799 0.3128 0.3689 0.0550 
Panel E: Industrials 
Growth 2 3 4 Value V-G 
R12 0.1206 0.1820 0.3103 0.3257 0.6659 0.5454 ** 
R24 0.0927 0.1641 0.2564 0.3441 0.6362 0.5435 ** 
R36 0.1102 0.1814 0.2237 0.3132 0.6011 0.4908 ** 
R48 0.0927 0.2011 0.2666 0.2898 0.5502 0.4575 ** 
R60 0.1182 0.2796 0.2970 0.2960 0.4518 0.3336 ** 
Panel F: Hotels 
Growth 2 3 4 Value V-G 
R12 0.2205 0.2870 0.3959 0.1979 0.2348 0.0143 
R24 0.2093 0.2143 0.2357 0.2087 0.2396 0.0304 
R36 0.1961 0.1912 0.1927 0.1843 0.2518 0.0557 
R48 0.1474 0.1945 0.1375 0.1986 0.1632 0.0158 
R60 0.1410 0.1987 0.1417 0.1668 0.1371 -0.0039 
* positive significant at 10% 
** positive significant at 5% 
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Table XI Returns for E/P Strategy- By Industry 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of E/P relative to stocks from the same industry. E/P is the ratio of earnings to 
market value of equity. All stocks are equally weight in a portfolio, formed one month after ranking 
period. The sample includes all common stocks listed on Stock Exchange of Hong Kong (SEHK) 
with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK refers to the average buy-
and-hold annualized returns over K months following portfolio formation (K =12, 24, 36, 48, 60). 
The growth (value) portfolio refers to the portfolio containing stocks ranking lowest (highest) on 
E/P. V-G refers to the arbitrage portfolio formed by buying value stocks and selling growth stocks. 
Panel A: Finance 
Growth 2 3 4 Value V-G 
R12 0.1617 0.1601 0.2790 0.3680 0.3463 0.1847 
R24 0.1491 0.1965 0.3243 0.3834 0.2508 0.1017 
R36 0.1398 0.2401 0.3415 0.3591 0.2727 0.1328 ** 
R48 0.1962 0.2359 0.3658 0.3203 0.2896 0.0933 




R12 0.3267 0.2669 0.2821 0.2910 0.3393 0.0126 
R24 0.3975 0.3049 0.2767 0.3230 0.3303 -0.0672 
R36 0.3886 0.3365 0.2862 0.3392 0.3527 -0.0358 
R48 0.3578 0.3115 0.2840 0.3499 0.3668 0.0090 
R60 0.3346 0.2591 0.2903 0.3346 0.3567 0.0222 
Panel C: Properties 
Value V-G Growth 234 
R12 0.1140 0.2473 0.3234 0.3185 0.3128 0.1988 * 
R24 0.1574 0.2453 0.2957 0.2404 0.2961 0.1388 * 
R36 0.1713 0.2656 0.3144 0.2717 0.3289 0.1576 * 
R48 0.1833 0.2459 0.2963 0.2717 0.3175 0.1341 ** 
R60 0.1980 0.2641 0.2693 0.2714 0.2850 0.0870 ** 
Panel D: Consolidated Enterprises 
Growth 2 3 4 Value V-G 
R12 0.3382 0.2193 0.2570 0.2568 0.3476 0.0095 
R24 0.2528 0.2322 0.2363 0.3040 0.3649 0.1120 * 
R36 0.2413 0.2107 0.2536 0.3146 0.4219 0.1806 ** 
R48 0.3023 0.2278 0.2908 0.3134 0.3889 0.0866 ** 
R60 0.2848 0.2688 0.2821 0.3049 0.3798 0.0950 ** 
Panel E: Industrials 
Growth 2 3 4 Value V-G 
R12 0.2110 0.3137 0.3097 0.2703 0.3229 0.1118 
R24 0.1326 0.2646 0.2458 0.2654 0.4072 0.2746 ** 
R36 0.1363 0.2230 0.2274 0.2484 0.4817 0.3454 ** 
R48 0.1218 0.2335 0.2329 0.2548 0.4933 0.3716 ** 
R60 0.1472 0.2354 0.2372 0.3187 0.4340 0.2868 ** 
Panel F: Hotels 
Growth 2 3 4 Value V-G 
R12 0.1855 0.2657 0.2269 0.2668 0.4839 0.2984 * 
R24 0.1546 0.2461 0.2342 0.1881 0.2891 0.1345 
R36 0.1382 0.2608 0.1493 0.1728 0.2107 0.0725 
R48 0.0997 0.2015 0.1596 0.1547 0.2277 0.1279 * 
R60 0.0974 0.1816 0.1645 0.1526 0.1772 0.0798 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table XII Returns for GS Strategy- By Industry 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order on 
the basis of GS relative to stocks from the same industry. GS is the preformation 5-year average 
growth rate of sales. All stocks are equally weight in a portfolio, formed one month after ranking 
period. The sample includes all common stocks listed on Stock Exchange of Hong Kong (SEHK) 
with coverage on Pacific-Basin Capital Markets Databases (PACAP). RK refers to the average buy-
and-hold annualized returns over K months following portfolio formation (K =12, 24, 36, 48, 60). 
The growth (value) portfolio refers to the portfolio containing stocks ranking highest (lowest) on 
GS. V-G refers to the arbitrage portfolio formed by buying value stocks and selling growth stocks. 
Panel A: Finance 
Value 2 3 4 Growth V-G 
R12 1.0423 0.3403 0.4309 0.6732 0.5986 0.4438 
R24 0.6336 0.3088 0.3038 0.3780 0.3914 0.2423 
R36 0.3640 0.1741 0.2398 0.4001 0.2813 0.0827 ** 
R48 0.2155 0.2024 0.2576 0.3973 0.2260 -0.0106 
R60 0.1539 0.1700 0.1786 0.3658 0.2625 -0.1086 
Panel B: Utility 
Growth V-G Value 2 3 4 
R12 0.2489 0.3196 0.2703 0.2525 0.1341 0.1148 * 
R24 0.2670 0.2789 0.2909 0.2112 0.0619 0.2051 ** 
R36 0.3298 0.2207 0.3343 0.1536 0.0639 0.2660 ** 
R48 0.3205 0.1995 0.3377 0.1822 0.1733 0.1472 ** 
R60 0.2920 0.2022 0.3089 0.1885 0.1805 0.1115 ** 
Panel C: Properties 
Growth V-G Value 2 3 4 
R12 0.3736 0.3067 0.3852 0.4733 0.2422 0.1314 
R24 0.2680 0.2845 0.2858 0.3144 0.1864 0.0816 
R36 0.2193 0.2259 0.2250 0.2987 0.1865 0.0328 
R48 0.2432 0.1978 0.1812 0.2936 0.1902 0.0529 ** 
R60 0.2012 0.2050 0.1927 0.2037 0.2690 -0.0678 
Panel D: Consolidated EntertJises 
Value 2 3 4 rowth V-G 
R12 0.4111 0.4608 0.4632 0.3961 0.3322 0.0790 
R24 0.4233 0.4318 0.4392 0.3774 0.3413 0.0820 
R36 0.3948 0.3857 0.3719 0.3136 0.2106 0.1841 ** 
R48 0.3925 0.3442 0.3261 0.3153 0.1469 0.2456 ** 
R60 0.3297 0.3243 0.2990 0.3020 0.1754 0.1543 ** 
Panel E: Industrials 
Value 2 3 4 Growth V-G 
R12 0.4875 0.2983 0.6703 0.4700 0.3965 0.0910 
R24 0.2259 0.3394 0.4928 0.2939 0.2421 -0.0161 
R36 0.1397 0.2640 0.3549 0.2358 0.2483 -0.1086 
R48 0.1291 0.2170 0.3352 0.2340 0.2183 -0.0892 
R60 0.1974 0.2349 0.2804 0.2662 0.2236 -0.0261 
Panel F: Hotel 
Value 2 3 4 Growth V-G 
R12 0.1617 0.4598 0.5047 0.2703 0.2568 -0.0951 
R24 0.1861 0.4271 0.3008 0.2229 0.2090 -0.0229 
R36 0.1437 0.3529 0.1862 0.2055 0.1647 -0.0210 
R48 0.0788 0.3580 0.1451 0.1581 0.0964 -0.0176 
R60 0.1023 0.2455 0.1436 0.1213 0.0521 0.0502 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table XIII Returns for Contrarian Strategies- By Industry 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order 
on the basis of PR relative to stocks from the same industry. PR is the prior returns of previous 
36 months. All stocks are equally weight in a portfolio, formed one month after ranking period. 
The sample includes all common stocks listed on Stock Exchange of Hong Kong (SEHK) with 
coverage on Pacific-Basin Capital Markets Databases (PACAP). RK refers to the average buy-and-
hold annualized returns over K months following portfolio formation (K =12, 24, 36, 48, 60). The 
winners (losers) portfolio refers to the portfolio containing stocks ranking highest (lowest) on PR. 
L-W refers to the arbitrage portfolio formed by buying losers stocks and selling winners stocks. 
Panel A: Finance 
Losers 2 3 4 Winners L-W 
R12 0.4954 0.3079 0.2871 0.2727 0.3640 0.1314 
R24 0.4045 0.3600 0.3262 0.3095 0.3432 0.0614 
R36 0.4602 0.3519 0.3274 0.3448 0.3724 0.0878 
R48 0.3641 0.3597 0.3302 0.3390 0.3717 -0.0077 
R60 0.3405 0.3221 0.3145 0.3120 0.3045 0.0360 
Losers 2 
Panel B: Utility 
3 4 Winners L-W 
R12 0.3530 0.2459 0.3391 0.4028 0.3073 0.0457 
R24 0.3179 0.2646 0.3131 0.3771 0.3675 -0.0496 
R36 0.3328 0.2414 0.3076 0.3537 0.3552 -0.0223 
R48 0.3145 0.2289 0.2690 0.3050 0.3256 -0.0111 
R60 0.2837 0.2170 0.1942 0.2261 0.3246 -0.0408 
Losers 2 
Panel C: Properties 
3 4 Winners L-W 
R12 0.2587 0.3694 0.3983 0.4053 0.3236 -0.0649 
R24 0.3206 0.3810 0.3971 0.3399 0.3188 0.0018 
R36 0.3142 0.3677 0.3956 0.3756 0.2778 0.0363 
R48 0.2580 0.3484 0.3796 0.3750 0.2550 0.0030 
R60 0.2573 0.3230 0.3459 0.3540 0.2914 -0.0340 
Losers 
Panel D: Consolidated Enterwises 
2 3 4 inners L-W 
R1 2 0.4155 0.3826 0.3377 0.4159 0.3168 0.0988 
R24 0.4122 0.3640 0.3752 0.3680 0.2974 0.1149 
R36 0.4114 0.3770 0.3692 0.3449 0.2789 0.1324 ** 
R48 0.3733 0.3571 0.3719 0.3335 0.2733 0.1000 * 
R60 0.3700 0.3511 0.3316 0.3138 0.2690 0.1010 ** 
Panel E: Industrials 
Losers 2 3 4 Winners L-W 
R12 0.5149 0.0954 0.1737 0.2734 0.1982 0.3167 
R24 0.9014 0.2734 0.1888 0.2166 0.2433 0.6581 * 
R36 0.7979 0.4970 0.1848 0.2203 0.2468 0.5511 ** 
R48 0.6612 0.5030 0.1746 0.2492 0.2408 0.4204 ** 
R60 0.3913 0.4937 0.2079 0.2119 0.2047 0.1866 * 
Panel F: Hotels 
Losers 2 3 4 Winners L-W 
R12 0.0671 0.2910 0.1822 0.2820 0.1706 -0.1034 
R24 0.0505 0.3122 0.1531 0.2269 0.1860 -0.1356 
R36 0.1774 0.2261 0.1394 0.2371 0.1526 0.0248 
R48 0.1864 0.1708 0.1399 0.1825 0.1263 0.0602 ** 
R60 0.2006 0.2016 0.1212 0.1380 0.1502 0.0504 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table XIV Returns for Contrarian and Value Strategies- HSI Stocks Subsample 
At the end of each month between 1980 and 1994, 5 portfolios are formed in ascending order on 
the basis of B/M, E/P, GS and PR. B/M is the ratio of book value of equity to market value of 
equity; E/P is the ratio of earnings to market value of equity; GS is the preformation 5-year average 
growth rate of sales, and PR is the prior returns of previous 36 months. All stocks are equally 
weight in a portfolio, formed one month after ranking period. The sample includes all Hang Seng 
Index (HSI) Constituent Stocks. RK refers to the average buy-and-hold annualized returns over K 
months following portfolio formation (K ==12, 24, 36, 48, 60). The growth (value) portfolio refers 
to the decile portfolio containing stocks ranking lowest (highest) on B /M, E lP, or highest (lowest) 
on GS. The winners (losers) portfolio refers to the decile portfolio containing stocks ranking highest 
(lowest) on PR. V -G (L-W) refers to the arbitrage portfolio formed by buying value (losers) stocks 
and selling growth (winners) stocks. 
Panel A: B/M 
Value V-G Growth 2 3 4 
R12 0.2285 0.3336 0.3160 0.2611 0.2948 0.0663 
R24 0.2611 0.3193 0.3385 0.2975 0.2714 0.0103 
R36 0.2507 0.3135 0.3457 0.3278 0.2889 0.0382 
R48 0.2312 0.3086 0.3412 0.3264 0.3000 0.0688 * 
R60 0.2119 0.2898 0.3250 0.3267 0.3259 0.1140 ** 
Growth 2 
Panel B: EIP 
3 4 Value V-G 
R12 0.2421 0.2737 0.2934 0.3417 0.2534 0.0114 
R24 0.2631 0.2990 0.3037 0.3188 0.3172 0.0542 
R36 0.2860 0.3142 0.3082 0.3100 0.3516 0.0656 
R48 0.2903 0.3185 0.3074 0.3018 0.3541 0.0638 
R60 0.2829 0.2974 0.3074 0.2845 0.3521 0.0692 ** 
Panel C: GS 
Growth 2 3 4 Value V-G 
R12 0.4905 0.3392 0.3025 0.3738 0.2649 0.2256 ** 
R24 0.3791 0.3079 0.3245 0.3122 0.2805 0.0985 * 
R36 0.3199 0.3027 0.2875 0.2734 0.3211 -0.0012 
R48 0.3099 0.2984 0.2431 0.2473 0.3339 -0.0240 
R60 0.3112 0.2698 0.2332 0.2183 0.3810 -0.0698 
Panel D: PR 
Losers 2 3 4 Win L-W 
R12 0.3796 0.3125 0.3529 0.3624 0.3393 0.0403 
R24 0.3792 0.3568 0.3573 0.3546 0.3785 0.0007 
R36 0.3985 0.3413 0.3301 0.3266 0.3836 0.0150 
R48 0.4062 0.3395 0.2921 0.2922 0.3552 0.0510 
R60 0.3856 0.3068 0.2639 0.2695 0.3293 0.0562 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table XV Various Risk Measures for Contrarian and Value Strategies 
At the end of each month between 1980 and 1994, 10-decile portfolios are formed in ascending 
order on the basis of B IM, E lP, GS and PR. B IM is the ratio of book value of equity to market 
value of equity; E/P is the ratio of earnings to market value of equity; GS is the preformation 
5-year average growth rate of sales, and PR is the prior returns of previous 36 months. All stocks 
are equally weight in a portfolio, formed one month after ranking period. The sample includes all 
common stocks listed on Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin 
Capital Markets Databases (PACAP). The table presents various risk measures of each of these 
contrarian and value portfolios. SD is the standard deviation of cumulative 36-month returns; CV is 
the coefficient of variation of cumulative 36-month returns; Beta is computed by regressing the year 
after formation returns on the value-weight market return. PD is the proportion of stocks delisted 
within 60 months after portfolio formation. 
Panel A: SD 
1 2 3 4 5 6 7 . 8 9 10 
B/M 0.9784 1.0867 0.8203 1.3839 1.0266 1.2252 1.1168 1.1913 1.1415 1.3082 
E~P 0.6392 0,9001 0.7412 0.7847 1.0832 1.0935 0.9159 0.9109 0.9803 1.6698 
GS 0.8038 0.6870 0.4718 0.5462 0.8167 0.8769 0.6357 0.4914 0.7170 0.4248 
PR 3.7365 1.6875 1.2041 0.8919 0.9229 0.8336 0.9386 1.1106 0.6476 0.9169 
Panel B: CV 
1 2 3 4 5 6 7 8 9 10 
B/M 0.6597 0.5930 0.4420 0.6457 0.5277 0.5795 0.5340 0.5177 0.4869 0.5085 
E~P 0.4306 0.4904 0.4168 0.4053 0.5196 0.5139 0.4592 0.4400 0.4394 0.6359 
GS 0.3290 0.3407 0.2359 0.2632 0.3619 0.4005 0.3000 0.2510 0.3686 0.2721 
PR 0.9448 0.6313 0.4722 0.3787 0.4146 0.3930 0.4306 0.4867 0.3233 0.4548 
Panel C: Beta 
1 2 3 4 5 6 7 8 9 10 
B/M 0.9403 0.9723 1.3549 1.6146 1.1109 1.0009 1.1477 1.5614 1.2667 1.2838 
E~P 0.8625 1.3188 1.3293 0.9726 1.1143 1.1908 1.4505 1.2564 1.1063 1.1904 
GS 1.0026 1.3237 1.0555 1.0035 1.2201 1.2833 1.4463 1.1013 1.0332 0.8951 
PR 1.2986 1.4178 1.2274 1.2467 1.1388 1.1653 1.3551 0.7537 1.0434 1.1299 
Panel D: PD 
1 2 3 4 5 6 7 8 9 10 
~~M 0.1337 0.1052 0.0986 0.1054 0.1122 0.1250 0.1111 0.1076 0.0891 0.1370 0.1125 0.1203 0.1163 0.0973 0.0963 0.0970 0.0605 0.0946 0.1379 0.1261 
GS 0.2240 0.3015 0.1392 0.0756 0.1082 0.1918 0.1715 0.1314 0.1199 0.2973 
PR 0.2935 0.2035 0.0832 0.0626 0.0748 0.0731 0.1335 0.1208 0.1126 0.2059 
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Table XVI Returns for Contrarian and Value Strategies- Year by Year 
At the end of each month between 1980 and 1994, 10-decile portfolios are formed in ascending 
order on the basis of B/M, E/P, GS and PR. B/M is the ratio of book value of equity to market 
value of equity; E/P is the ratio of earnings to market value of equity; GS is the preformation 
5-year average growth rate of sales, and PR is the prior returns of previous 36 months. All stocks 
are equally weight in a portfolio, formed one month after ranking period. The sample includes all 
common stocks listed on Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin 
Capital Markets Databases (PACAP). For each portfolio, 12-, 36-, 60-month cumulative returns 
are computed. The growth (value) portfolio refers to the decile portfolio containing stocks ranking 
lowest (highest) on B/M, E/P, or highest (lowest) on GS. The winners (losers) portfolio refers to the 
decile portfolio containing stocks ranking highest (lowest) on PR. This table presents the returns of 
arbitrage portfolio V-G (L-W) formed by buying value (losers) stocks and selling growth (winners) 
stocks. 
Panel A: B/M 
12-mon 
Panel B: E/P 
60-mon 12-mon 36-mon 60-mon 36-mon 
1980 1.2694 D D -0.5218 1.3387 1.4788 
1981 0.0971 0.2049 1.0072 -0.0317 0.1038 0.9265 
1982 -0.1951 0.3810 3.0169 0.0649 -0.2039 2.2946 
1983 0.0953 0.9276 3.1714 0.0923 1.5237 3.6402 
1984 0.0347 0.3038 0.5671 0.5046 1.6789 1.6137 
1985 0.2642 0.9737 -0.3136 -0.0151 0.6021 1.3287 
1986 1.2303 1.8439 2.6776 0.7485 3.0999 2.4032 
1987 0.2818 1.0906 1.2974 0.2285 1.6265 2.4425 
1988 0.4053 2.9223 2.6431 0.0765 1.5635 1.8452 
1989 0.0967 0.6630 0.9479 0.0523 0.5714 0.1218 
1990 0.1071 0.4539 * 0.1748 0.5324 * 
1991 0.1269 0.7061 * -0.2134 0.2964 * 
1992 0.9074 * * 0.0494 * * 
1993 0.3880 * * 0.0688 * * 
Panel C: GS Panel D: PR 
12-mon 36-mon 60-mon 12-mon 36-mon 60-mon 
1980 * * * * * * 
1981 * * * * * * 
1982 * * * * * * 
1983 * * * -0.4290 -0.9318 0.8460 
1984 * * * -0.3806 -0.2168 D 1985 -0.1673 4.2380 4.8614 -0.4066 -0.7277 0.6865 
1986 0.4880 1.7573 3.7758 0.0392 -0.8899 -1.0593 
1987 0.0511 1.0306 0.4323 0.0092 0.9183 1.2736 
1988 0.0349 0.3848 -1.0791 -0.0707 9.9810 10.5972 
1989 0.1721 0.2047 -1.1581 1.2730 5.1532 3.1564 
1990 0.0499 0.5464 * -0.1102 1.3194 * 
1991 0.1757 0.8722 * 0.1306 1.8791 * 
1992 0.3800 * * 1.5027 * * 
1993 0.0316 * * 0.0209 * * 
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Table XVII Returns for Contrarian and Value Strategies- Good and Bad States 
At the end of each month between 1980 to 1994, 10-decile portfolios are formed on the basis of 
the B/M, E/P, GS, PR. B/M is the ratio of book value of equity to market value of equity; E/P 
is the ratio of earnings to market value of equity; GS is the preformation 5-year average growth 
rate of sales, and PR is the prior returns of previous 36 months. All stocks are equally weight in a 
portfolio, formed one month after ranking period. The sample includes all common stocks listed on 
Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets Databases 
(PACAP). All months in the sample are divided into 4 subsamples on the basis of their postformation 
36-month value-weighted market returns. The table presents the cumulative return over the different 
states of world. The growth (value) portfolio refers to the decile portfolio containing stocks ranking 
lowest (highest) on B/M, E/P, or highest (lowest) on GS. The winners (losers) portfolio refers to the 
decile portfolio containing stocks ranking highest (lowest) on PR. V -G (L-W) refers to the arbitrage 
portfolio formed by buying value (losers) stocks and selling growth (winners) stocks. 
Panel A: B/M 
Growth 2 3 4 5 6 7 8 9 Value V-G 
Bad -0.1138 0.012 -0.0026 0.008 0.0657 0.0727 0.1015 0.1388 0.0718 0.1782 0.2920 ** 
2 0.1134 0.1602 0.1721 0.3192 0.2323 0.2092 0.2208 0.2586 0.434 0.4801 0.3667 ** 
3 0.174 0.2474 0.3009 0.3089 0.2663 0.3454 0.28 0.3671 0.302 0.3125 0.1385 ** 
Good 0.3002 0.4132 0.3907 0.4514 0.3867 0.4349 0.4623 0.4727 0.4269 0.4419 0.1417 ** 
Panel B: EIP 
Value V-G Growth 2 3 4 5 6 7 8 9 
Bad -0.0998 -0.0249 0.0045 0.0338 0.0418 0.109 0.0898 0.0965 0.2024 0.1693 0.2691 ** 
2 0.2022 0.2133 0.1928 0.2478 0.2116 0.2415 0.263 0.2182 0.2769 0.4261 0.2240 ** 
3 0.1922 0.2737 0.2573 0.28 0.2886 0.2811 0.2487 0.2847 0.3127 0.4301 0.2379 ** 
Good 0.2095 0.3691 0.3486 0.3853 0.4882 0.4771 0.3928 0.4294 0.4293 0.4373 0.2278 ** 
Panel C: GS 
Value 2 3 4 5 6 7 8 9 Growth V-G 
Bad 0.3621 0.161 0.1603 0.3058 0.309 0.2685 0.2582 0.1625 0.1707 0.0893 0.2728 ** 
2 0.3284 0.2276 0.2499 0.2119 0.3105 0.2922 0.2585 0.2394 0.1886 0.1537 0.1746 ** 
3 0.413 0.3163 0.2547 0.3088 0.3059 0.3443 0.314 0.2808 0.2444 0.1778 0.2353 ** 
Good 0.3491 0.3393 0.3563 0.3467 0.36 0.305 0.3409 0.3115 0.3905 0.2055 0.1436 ** 
Panel D: PR 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
Bad -0 .0088 0.0467 0.1821 0.245 0.1832 0.0677 0.0671 0.12 0.096 0.098 -0.1068 
2 0.9411 0.2359 0.2946 0.3002 0.2388 0.1942 0.2293 0.2037 0.1957 0.1667 0.7744** 
3 0.2805 0.3792 0.3284 0.2722 0.3039 0.3161 0.2984 0.2918 0.2568 0.2585 0.0220 
Good 0.5829 0.5972 0.5353 0.4635 0.4221 0.4033 0.4405 0.4966 0.3772 0.4058 0.1771 ** 
* positive significant at 10% 
** positive significant at 5% 
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Table XVIII Fama-French 3-Factor Time Series Regressions 
At the end of each June in year T between 1980 to 1994, 10-decile portfolios are formed on the basis 
of the BjM, EjP, GS, PR. BjM is the ratio of book value of equity to market value of equity; EjP 
is the ratio of earnings to market value of equity; GS is the preformation 5-year average growth rate 
of sales, and PR is the prior returns of previous 36 months. From July year T to June year T+l, we 
compute the equally weight monthly return of each portfolio. The sample includes all common stocks 
listed on the Stock Exchange of Hong Kong (SEHK) with coverage on Pacific-Basin Capital Markets 
Databases (PACAP). The growth (value) portfolio refers to the decile portfolio containing stocks 
ranking lowest (highest) on BjM, EjP, or highest (lowest) on GS. The winners (losers) portfolio 
refers to the decile portfolio containing stocks ranking highest (lowest) on PR. V -G (L-W) refers to 
the arbitrage portfolio formed by buying value (losers) stocks and selling growth (winners) stocks. 
The table reports the regression statistics of excess portfolio returns on the excess market return 
(RM-RF) and the mimicking returns for the size (SMB) and book-to-market equity (HML) factors: 
R ( t ) -RF ( t ) ==a+ b [RM ( t ) -RF ( t ) ] +s * 5MB ( t ) + h *HML ( t ) +e ( t ) 
Panel A: B/M 
Value V-G Growth 2 3 4 5 6 7 8 9 
a -0.0101 -0.0016 0.0022 0.0150 0.0106 0.0126 0.0196 0.0269 0.0414 0.0368 0.0084 
-2.504 -0.529 0.625 3.77 3.131 3.57 4.513 7.042 7.233 6.993 1.283 
b 0.9367 0.9929 0.9112 1.0020 0.9021 0.9165 0.7807 0.9271 1.0138 0.9712 0.1145 
21.219 30.437 23.185 22.69 24.196 23.693 16.547 22.543 16.694 17.645 1.698 
s 0.4025 0.2749 0.2911 0.4676 0.4688 0.6152 0.5679 0.6550 0.5371 0.8478 0.4806 
6.751 6.215 5.438 7.736 9.136 11.486 8.639 11.354 6.259 10.82 4.966 
h -0.1540 -0.0224 0.0877 0.0028 0.1977 0.1132 0.3333 0.3695 0.2749 0.7244 0.9128 
-1.811 -0.355 1.147 0.032 2.69 1.474 3.534 4.46 2.229 6.427 6.552 
R2 0.7717 0.8751 0.8070 0.8006 0.8300 0.8276 0.7215 0.8260 0.7025 0.7765 0.3295 
Panel B: EIP 
7 8 9 Value V-G Growth 2 3 4 5 6 
a -0.0080 -0.0038 0.0016 0.0126 0.0142 0.0194 0.0256 0.0261 0.0258 0.0331 0.0046 
-1.572 -1.081 0.485 3.353 4.713 6.823 6.333 7.447 7.389 7.486 0.734 
b 0.8781 1.1036 0.9987 1.0050 0.9218 0.9262 0.8925 0.8235 0.8700 0.8535 0.0514 
15.618 28.672 26.618 24.259 27.751 29.632 20.291 21.815 23.527 18.476 0.802 
s 0.6299 0.5527 0.2834 0.2561 0.3406 0.3070 0.3630 0.3133 0.4581 0.6356 0.0393 
8.296 10.59 5.545 4.517 7.451 7.095 5.924 5.916 8.768 9.665 0.427 
h -0.1152 0.1853 0.0245 0.0126 0.0203 0.3129 0.2800 0.0436 0.0339 0.5051 0.6530 
-1.064 2.487 0.335 0.156 0.31 5.043 3.184 0.573 0.452 5.339 4.926 
R2 0.6693 0.8703 0.8441 0.8177 0.8560 0.8809 0.7757 0.7876 0.8161 0.7746 0.1551 
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Table XVIII (continued) 
Panel C: GS 
Value 2 3 4 5 6 7 8 9 Growth V-G 
a 0.0032 0.0029 0.0092 0.0106 0.0192 0.0187 0.0191 0.0221 0.0261 0.0263 0.0030 
0.349 0.583 1.882 1.6 2.99 4.528 3.948 3.986 5.026 4.772 0.287 
b 0.9347 0.7084 0.8300 0.9067 0.8004 1.0122 1.0482 1.0702 0.9974 1.0312 -0.1180 
9.423 12.474 15.366 11.836 11.255 21.235 19.438 17.636 17.447 17.384 -1.072 
s 0.7224 0.5616 0.5158 0.3736 0.4432 0.4356 0.5320 0.4771 0.3652 0.3121 0.3988 
6.254 8.41 8.154 4.124 5.286 7.673 8.254 6.584 5.322 4.362 2.988 
h 0.3548 0.4074 0.1657 0.4921 0.5464 0.1970 0.3908 0.1597 0.2002 0.0425 0.3015 
1.805 3.557 1.539 3.167 3.827 2.023 3.535 1.293 1.705 0.349 1.325 
R2 0.5871 0.6972 0.7698 0.6287 0.6626 0.8340 0.8327 0.7992 0.7850 0.7824 0.0872 
Panel D: PR 
Losers 2 3 4 5 6 7 8 9 Winners L-W 
a -0.0199 -0.0163 0.0051 0.0050 0.0125 0.0184 0.0232 0.0272 0.0364 0.0337 -0.0120 
-2.469 -2.339 1.386 1.325 3.625 4.94 6.391 6.986 9.406 8.023 -1.296 
b 1.2667 1.2595 1.0416 1.0355 0.9852 1.0025 0.8764 0.9791 1.1038 0.9224 0.2515 
13.903 15.879 24.824 23.797 24.958 23.611 21.289 22.272 25.533 19.941 2.504 
s 0.9204 0.7166 0.2475 0.3184 0.2662 0.3571 0.1088 0.2197 0.0644 0.0495 0.8361 
8.063 7.192 4.682 5.787 5.311 6.594 2.061 3.878 1.15 0.821 6.338 
h 0.7110 0.3362 0.2636 0.2930 0.1069 0.0514 0.1016 -0.1247 -0.1081 -0.0949 0.7853 
4.145 2.243 3.311 3.534 1.415 0.629 1.275 -1.455 -1.274 -1.039 3.929 
R2 0.6896 0.7106 0.8503 0.8411 0.8457 0.8295 0.8009 0.8042 0.8466 0.7705 0.3136 
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